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RELRPING PE@PLE HE /AL THAT'S WHAT WE DO
AT HILLENBRAND INDUSTRIES. WHETHER IT°S
PHRYSICAL REALING OR EMOTIONAL RHEALING,
WE HAVE MORE THAN 710,000 ASSOCIATES
DEDICATED TO ACCELERATING POSITIVE
OQUTCOMES FOR INDIVIDUALS, FAMILIES,
CUSTOMERS, SHAREHOLDERS, AND EBACH
OTHER. WE HELP PEOPRPLE PRERARE FOR,
EXPERIENCE, COPE WITH, AND RECOVER
FROM LIFE'S MOST TRAUMATIC, TRYING
AND MEANINGFUL EXPERIENCES = MATTERS
OF A FHEALYTRY LIFE AND OF A MORE
MEANINGFUL FUNERAL.
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(1) 12 months ended 9/30/02 for comparison purposes. Transition fiscal year was 10 months ended 9/30/02.
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Financial Highlights

Hillenbrand Industries, Inc. and Subsidiaries

Fiscal Year Fiscal Year Twelve Months ~ Percentage  Twelve Months Ten Months
Ended Ended Percentage Ended  change2003vs,  Ended Percentage Ended
September 30, September 30, Change 2004 Septernber 30, Twelve Months September 30,  change 2002  September 30,
(Doltars in millions except per share date) 2004 2003 vs. 2003 2002 2002 2001 vs. 2001 2002
{Unaudited) {Unaudited)
Net Revenues
Health Care sales $ 737 $ 749 (2%) $ 787 (5%) $ 723 9% §$ 615
Health Care rentals 452 318 42% 328 (83%) 327 0% 268
Funeral Services sales 640 628 2% 621 1% 624 0% 510
Total Revenues $ 1,829 § 1,695 8% $ 1,738 (2%) $ 1,674 4% $§ 1,393
Gross Profit
Health Care sales $ 35 $ 379 (6%) $ 394 4%) $ 349 13% §$ 304
Health Care rentals 203 157 29% 156 1% 108 44% 127
Funeral Services 350 349 0% 336 4% 322 4% 275
Total Gross Profit 908 885 3% 886 (0%) 779 14% 706
Other operating expenses 582 544 7% 585 (7%) 539 9% 485
Litigation charge (a) - - 0% 250 (100%) - 0% 250
Special charges (b) 6 9 (33%) 5 0% 26 {81%) 4
Operating Profit (Loss) 320 332 (4%) 46 622% 214 (79%) (33)
Other income (expense), net (c) (12) (52) (77%) 27 93% (15) 80% (22)
Income (Loss) from Continuing Operations Before 308 280 10% 19 1,374% 199 (909%) (55)
Income Taxes
Income tax expense (benefit) (d) 120 99 21% 37 (368%) 69 (153%) (38)
Income (Loss) from Continuing Operations 188 181 4% 56 223% 130 (56%) (17)
(Loss) income from discontinued operations (e) (78) (43) 81% (12) 258% 23 (152%) 7
Net Income (Loss) $ 110 $ 138 (20%) $ 44 214% $ 153 71%) $ (10)
Income (Loss) per Common Share from $ 300 $ 290 3% $ 090 223% $ 2.05 (56%) % (0.28)
Continuing Operations - Diluted
(Loss) Income per Common Share from Discontinued
Operations - Diluted $ (1.25) $ (0.68) 81% §$ (0.20) 245% $ 0.38 (153%) $& 0.12
Net Income {Loss) per Common Share - Diluted $ 175 § 2.22 (21%) $ 0.70 217% $ 2.43 (71%) $ (0.16)
Dividends per Common Share $ 108 $ 1.00 8% $ 098 2% $ 0.83 18% $ 0.77
Return on Average Equity 10.1% 12.3% (18%) 4.3% 188% 16.9% (75%) N/A
Average Common Shares Qutstanding - Diluted (000's) 62,725 62,185 1% 62,931 (1%) 62,979 0% 62,654
Shareholders 17,000 16,900 0% 17,600 (49%) N/A N/A 17,600
Employees 10,400 9,900 5% 10,300 (4%) N/A N/A 10,300

See Notes to Consolidated Financial Statemnents

(a) Reflects antitrust litigation charge in 2002. X

(b) Realignment of certain operations, the write-down of certain underperforming assets, the reversal of prior special charge provisions in excess of requirements, gain on disposition of facilities idied under
prior special charges and the retirement of the Company's former CEO (see Note 5 to Consolidated Financial Statements).

(c) Includes a loss of $16 and $6 miliion on the repurchase of debt in Fiscal Years Ended September 30, 2003 and 2004, respectively.

(d) Reflects the reversal of previously provided tax reserves for potential disaliowances and valuation allowances no longer considered necessary of 332 million for the Twelve Months Ended September 30,
2002, 86 million for the Ten Months Ended September 30, 2002 and $26 million for Fiscal Year 2001.

(e) Discontinued aperations include Forethought Financial Services and Hill-Rom’s piped-medical gas and infant care businesses for all periods (see Note 3 to Consolidated Financial Statements).

See Management’s Discussion and Analysis of Financial Condition and Results of Operations and Notes 3, 5, 11 and 15 in the Notes to Consolidated Financial Statements for more information.
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Rey J. Rillenibrane, Chaimnan of the Boerd and
Frederiek W, Rockweed), President end Chief Executive Officer
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To Qur Shareholders

Last year, we reviewed with you our strategy
for profitable growth and our multi-year
process to transform Hillenbrand. As we move
from our 2004 fiscal year and into 2005 our
transformation will continue. Fiscal 2004 was
not a good year financially for us. However,
we shouldn’t forget the progress we made
on several fronts, including significant new
product introductions and unprecedented
changes made to our portfolio of businesses.
We are committed to our strategy and to

betler financial performance.
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Fiscal 2004 Financial Performance

We reported income from continuing operations for the 2004 fiscal year of $188 million, or $3.00 per
fully diluted share. Consolidated revenues from continuing operations increased to approximately
$1,829 million.

Accomplishments

As we mentioned last year, the key elements of our long-term strategy are to manage the company
for profitable revenue growth, improve asset management, lower our cost structure, manage the
operating companies under a unified corporate structure, and develop management talent throughout
the organization. Many of the accomplishments from the past year support our strategy’s elements.

» |n October 2003, we completed the acquisition of Advanced Respiratory, which gave us access to a
wonderful clinical product. Additionally, we sold Hill-Rom’s medical gas pipeline business to Beacon
Medical Products, LLC. This divestiture marked another step in our efforts to streamline product and
service offerings that did not meet our financial requirements.

» |n February 2004, we completed the acquisitions of Mediqg and the remaining 84 percent of
Navicare we did not own. Both acquisitions were intended to expand Hill-Rom’s offerings with an
on-demand medical equipment rental business, and through Navicare, access to technology
allowing hospitals to increase productivity by better managing the flow of patients and equipment
through their facilities.

¢ Shortly after completing those acquisitions, we announced the divestiture of Forethought Financial
Services and completed the transaction in July 2004. Forethought is a great company, but it remains
a financial services company that could not aid Hillenbrand’s transformation. Hillenbrand’s future
growth should be driven by organic growth and selective acquisitions in health care, and through
continued profitable organic growth at Batesville Casket. It is for this strategic reason that we sold
Forethought to a company formed by a group of experienced insurance executives.

¢ In June, we announced that we had completed the sale of Hill-Rom’s Air-Shields infant care business
to Draeger Medical, another divestiture intended to streamline and simplify our product offerings.

» Late in the fourth quarter we announced a $7 million, or $0.08 per fully diluted share restructuring
charge intended to strengthen Hill-Rom’s financial position. The charge will support Hill-Rom’s
growth initiatives, decrease overall costs, and improve Hill-Rom’s European performance.

s Throughout the year, we made notable progress in supporting our goal of lowering our cost structure
while continuing to strengthen our capital structure. In June, we sold $250 million in senior notes, due
in 2009, with a coupon of 4.5 percent. The proceeds were used, in part, to repay amounts outstanding
under the company’s 365-day revolving credit facility and its three-year revolving credit facility — used
to fund acquisitions. We also completed the open market purchase of approximately $47 million
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of longer maturity, high coupon debentures. While resulting in an after-tax charge of $0.06 per fully
diluted share, the purchase made economic sense, as it provides $2.5 million in annual interest
savings and an overall net present value of approximately $26 million. These actions, along with our
successful renegotiation of our $400 million senior credit facility provided us with a strong balance
sheet and solid financial flexibility, demonstrated by our year-end cash position of $180 miltion.

* During the year, we generated $348 million in cash flow from operations and ended the year with a
25 percent long-term debt to capital ratio giving us flexibility and capacity to invest in new product
development to stimulate organic growth and to acquire assets that fit our strategic needs. Our goal
remains to maintain our current high quality ratings of A+/A2 from Standard & Poor's and Moody’s
credit rating services.

New Product Development

There is probably no time in the company’s history when we introduced as many new products as we
did in the 2004 fiscal year. Hill-Rom introduced its VersaCare™ bed system in the year, intended to
replace its Advanta™ bed line, which accounted for over $150 million of Hill-Rom's revenues in fiscal
2003. The VersaCare™ bed system is a full-featured hospital bed designed to help deliver effective
wound therapy and improved patient and caregiver safety in the medium- to high-acuity medical-
surgical environment. In addition, Hill-Rom introduced the CareAssist™ bed ling, targeting the low- to
medium-acuity medical-surgicail environment. Hill-Rom also launched new updates for its stretchers,
new headwalls and an updated furniture line designed to appeal to interior designers and architects.

In October of 2004, Batesville Casket introduced a new line of caskets, Dimensions™ by Batesville,
in response to the growing girth of the average American. This product offering, while not considered
a bariatric line, allows funeral homes to offer the right sized casket for individuals of larger size. It
includes a full selection of larger-sized burial and cremation caskets including bronze, steel, wood
and cloth-covered models.

Board of Directors

As we remain focused on the opportunities ahead, we are pleased that two additional highly qualified
and independent professionals have agreed to join our Board and that Rolf Classon, retired Chairman
of the Executive Committee of Bayer HealthCare, agreed to become Vice Chairman of Hillenbrand’s
Board of Directors. We are delighted that Rolf has agreed to take on this additional role.

Mark D. Ketchum, retired President, Global Baby and Family Care business unit of the Proctor &
Gamble Company, and Eduardo R. Menascé, President of the Enterprise Solutions Group for Verizon
Communications, joined the Hillenbrand Board in September of 2004. Mr. Ketchum became a member
of the Board’s Compensation and Management Development Committee and its Finance Committee.
Mr. Menascé replaced Ray J. Hillenbrand on the Board’s Audit Committee and on its Nominating and
Corporate Governance Committee. Both of these new Board members have diverse backgrounds in
operations, marketing, and finance in today’s highly competitive international environment.
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Corporate Governance

There has been a great deal of publicity
lately regarding the state of public company
corporate governance. As Hillenbrand’s
Chairman of the Board | want you to know
that the company’s Board of Directors takes
its responsibilities seriously.

We have a diverse Board with the skill sets
and chemistry required to operate in today’s
environment. As we manage the process
of choosing members, the most important
qualities that are sought are impeccable
personal ethical standards and exceptional
business or professional acumen. There
are additional skill sets for which we seek
unusually high levels of expertise. They

are in the functional areas of finance and
accounting, leadership development, sales
and marketing, compensation design and
processes, manufacturing, mergers and
acquisitions, international operations,
public company governance, international
governance and strategy. Additionally, we
look for industry expertise in health care,
death care or other mature businesses, and
service businesses. On balance, we believe
we have a high level of expertise in these
skill sets.

i you are interested in learning more about
our governance policies, procedures and
activities, | urge you to visit the corporate
governance section of Hillenbrand’s Web
site at www.hillenbrand.com and read

this report and the company’s 2005 proxy
statement. | assure you our oversight is
rigorous and we will continue to look after
the interests of Hillenbrand’s shareholders.

ag - fillbu b2

Ray J. Hillenbrand
Chairman of the Board
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Batesville Casket

The year began on a strong note at Batesville
Casket but as it progressed, the company was faced
with unprecedented commodity pricing pressure

at the same time death care industry volumes were
affected by an historically low death rate in the

U.S. These lower volumes are an industry-wide
phenomenon and management continues to believe
over the long term the death rate in the U.S. will
grow at very modest to flat rates. Most troubling,
however, was the dramatic rise for the price of
commodities, primarily steel, other metals and all
grades of hard woods. The increase in steel pricing
alone during the year represented $12 million in
incremental expense to Batesville Casket. While

the increases put tremendous pressure on margins
in 2004, management has taken steps to offset the
increases through process improvements, sourcing
initiatives and price increases.

As you know, Batesville Casket has developed a
proprietary process to manufacture wood veneer
caskets that are price-advantaged to the customer
and also more environmentally friendly as each
casket uses less wood from each tree. During

the year, the company opened a new plant in
Chihuahua, Mexico to manufacture these products.
Batesville Casket’s wood veneer strategy is very
timely. As solid wood prices continue to climb, these
products will provide high-quality wood casket
alternatives at affordable price points.

So, what will be the focus at Batesville Casket

in 20057 To stimulate limited growth in a difficult
environment, the plan is to focus on service
differentiation — in other words, the goal is to be
easier to do business with. It will continue to extend
product offerings, such as the Dimensions™ by
Batesville line mentioned earlier. Additionally,

the company will continue to focus on low cost
manufacturing and improving internal and customer-
facing processes.




Hill-Rom

At no time in Hill-Rom’s seventy-five year history has the company had a year like it did in 2004. In
addition to divesting businesses with $117 million in 2003 revenues, and acquiring businesses that
provided an additional $156 million in 2004 revenues, with the significant related integration activities,
the company launched over 10 new products and services that place the company in a much better
competitive position. Importantly, the company continued its multi-year, enterprise-wide implementation
of a new information management system. While Hill-Rom’s 2004 performance should have been better,
we should not forget the significant changes in structure, and product and service offerings that were
made over the past twelve months.

The industry Hill-Rom serves has become much more competitive than it has been in the past. As
hospitals have become increasingly more capital constrained, competitors are offering more products
at lower prices. At the same time commodity pricing continues to rise. To return to the acceptable
levels of growth and sustained profitability, Hill-Rom’s management

team will be focused in 2005 on stimulating organic growth by investing ...our relationships with our

in competitive products and services, reviewing alternatives and
aggressively managing to return the European operations to profitability,

and to reducing costs through supply chain initiatives. mnovaﬂte, our very s’trong
distribution network, and
We're confident in both Batesville Casket’s and Hill-Rom’s management our Ieadership deveﬂopmen‘t

teams’ abilities to manage through their respective challenges. We
strongly believe that we have the strategy and foundation in place to

customers, our ability to

programs. We’ve themed

H 3
achieve our goals. There are several enterprise-wide advantages we've this years annual report to
built over the years that will help us succeed where others might fail. reflect these advantages...

They are our relationships with our customers, our ability to innovate,

our very strong distribution network, and our leadership development programs. We’ve themed

this year's annual report to reflect these advantages, as we believe they offer a combination of true
competitive advantages that cannot be replicated. We appreciate your support and that of our
customers, vendors, and employees and look forward to the future as we move the enterprise forward.

Rag ). fillobsan_

Ray J. Hillenbrand,
Chairman of the Board

@me

Frederick W. Rockwood,
President and
Chief Executive Officer
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/e view our customers like partners. We create |

B experience that we both can enjoy by learning

ICipating wnere they are headed, we can help
m get there faster and more efficiently. That




Innovation

Innovation is a race - against time and the
competition. It requires dedication and constant
effort to exceed the limits of current capabilities.
We have a long tradition of creating new
products and services for the industries we
serve. And, we are committed to the investment

necessary to grow our bottom line.
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Operating Companies: Hill-Rom

Hill-Rom helps heaith care professionals around

the world create safer, more efficient and
clinically effective patient care environments.
Hill-Rom also develops processes that improve
the overall quality and cost of care delivered

to patients in acute, long-term and home care
settings. The company’s extensive product and
service offering includes: patient care beds,
stretchers, therapeutic surfaces and devices,
workflow solutions, nurse communication
systems, headwalls and facility assessments.

In addition, the company provides
comprehensive asset management programs
and on-demand medical equipment rental
utilizing its 200 service centers strategically
located throughout the United States. The
company also offers expert, clinical and

equipment services and programs that can help
improve asset productivity, operational efficiency

and patient outcomes. Hill-Rom employs
approximately 6,500 people worldwide.

Company Origin

Hill-Rom was founded in 1929 by William A.
Hillenbrand. The company produced wooden
furniture that would make hospitals more
comfortable and make patients feel more

at home.
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o U.S. and European inpatient admissions are
increasing.

¢ Demand for health care is increasing due to:
< Population growth;

« Aging of America (fastest growing age
groups, especially people who are 84 and
older, are those that are most in need of
medical care);

> Less restrictive health plans;

¢ Improved diagnostics;

¢ Less invasive therapies, and;

« Heightened consumer expectations.

< Growing demand for hospital capacity.

= Critical nursing shortage throughout the U.S.
and the average age of nurses is increasing.

> Capital spending by hospitals for renovations
or new construction is increasing.

¢ Health care providers under pressure to
control costs, improve the quality and
efficiency of patient care.

o

Businesses
Capital Sales

About 62 percent of Hill-Rom’s fiscal
2004 revenues from continuing
operations were generated by capital
sales to hospitals, ambulatory

and long-term care centers. The
company participates in more than

a third of the global hospital capital
equipment business.

The company invigorated its
industry leading patient care bed
offering in 2004 with two new beds
to accompany its premier product,
the TotalCare™ Bed System. The
VersaCare™ bed system is a full-
featured hospital bed designed to
help deliver effective wound therapy
and improved patient and caregiver
safety in the medium- to high-acuity
medical-surgical environment. The
CareAssist™ bed is targeted for

the low- to medium-acuity medical-
surgical environment and is also
equipped to help improve caregiver
efficiency and safety. In 2004, the
company also launched new updates
for its stretchers, new headwalls
and a new furniture line designed

to appeal to interior designers and
architects.
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Hill-Rom.

A HILLENBRAND INDUSTRY

Rentals

About 38 percent of Hill-Rom’s fiscal
2004 revenues from continuing
operations were generated from

its rental segment. This segment
includes revenues generated through
the rental of specialized therapy
patient support surfaces, beds for
wound and pulmonary therapy,

and for managing complications
associated with patient immobility.
The global rental business is about
$1 billion a year. The rental program
at Hill-Rom allows its customers to
utilize the most up-to-date specialty
beds and surfaces without the
associated capital investment.

Hill-Rom strengthened its leading
services network in 2004 by
acquiring Mediq. It enabled the
company to strengthen its on-
demand medical equipment rental
business. !t also acquired Navicare
for its innovative technology that
allows hospitals to better manage
the flow of patients and equipment
through facilities, helping to increase
productivity and product utilization.

Advanced Respiratory was a

critical acquisition for the clinical
therapy business. The Vest™ Airway
Clearance System strengthened

the company's pulmonary therapy
offering and extended the
company’s ability to serve the

home care segment.

In response to growing financial
pressures on its customers, Hill-Rom
launched a new brand of products,
CareSelections™ by Hill-Rom. This
new offering consists of economical,
simple-to-use and low maintenance
products targeted to help health
care providers, especially in long
term and long term acute care
facilities, achieve positive clinical
and efficiency outcomes at an

“economical cost.




Sales Force

More than 1,100 worldwide sales

and service people focused on
creating and maintaining superior
customer relationships. Hill-

Rom sales representatives and a
network of independent distributor
representatives are located in 100+
countries. More than 5000 customers
participate in Hill-Rom’s customer
visitation program each year.

Distribution

© Approximately 1100-unit
transportation fleet
© 55 tractors and 114 trailers

Zill-Rom Financial [nformation

Fiscal
Year Ended Twelve Months Ended
Dollars in millions 9/30/04 9/30/03 9/30/02™
Sales:
Revenues ® 7Ev $ 749 $ 787
Cost of goods sold $ $ 370 $ 393
Gross margin A8.2% 50.6% 50.1%
Rentals:
Revenues (GENA5) $ 318 $ 328
Expenses B 2. $ 161 $ 172
Gross margin “a9% 49.4% 47.8%

(1} 12 months ended 9/30/02 for comparison purposes. Transition fiscal year was 10 months ended 9/30,02.

Health Care Group
Revenues
(millions of dollars)

$1,189
si, l H
02m 03 04 p2m 03
[J Rental W Capital 0O Rental M Capital

(1) 12 months ended 9/30/02 for comparison purposes. Transition fiscal

year was 10 months ended 9/30/02.

Hill-Rom Company Facilities

Headquarters
1069 State Route 46 East
Batesville, IN 47006-9167

Acton, MA
Operating room accessories

Batesville, IN
Beds, stretchers, furniture, headwalls,
power columns

Cary, NC

Nurse communication and workflow
solutions, comprehensive asset
management programs

Charleston, SC
Therapeutic surfaces and
non-invasive devices

Pluvigner, France
Beds, furniture

St. Paul, MN
Pulmonary care products

National Service Centers
Network of nearly 250 global service
centers, including 200 in North America

HB 2004 Annual Report
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Operating Companies: Batesville Casket

Batesville Casket Company is a leading producer of
burial caskets. The company also provides cremation
urns and caskets, and offers full marketing support
services to licensed funeral homes. Batesville Casket
employs about 3,600 associates and reported fiscal

2004 revenues of $640 million.

Company Origin

Founded in 1884 as Batesville Coffin Company,
the company was rescued from bankruptcy by the
Hillenbrand family in 1906. it is now one of several

casket manufacturers with company-owned
nationwide delivery capabilities.

Batesville Casket Financial Information

Batesvilie Casket Facilities

Headquarters
One Batesville Boulevard
Batesville, Indiana 47006-7798

Batesville, IN
Metal casket manufacturing
Cremation product manufacturing

Batesville, MS
Wood casket manufacturing

Chihuahua, Mexico
Wood veneer casket manufacturing

Manchester, TN
Metal casket manufacturing

Mexico City, Mexico
Metal casket manufacturing

Nashua, NH
Wood casket manufacturing

Vicksburg, MS
Wood processing

Fiscal
Year Ended Twelve Months Ended
Dollars in millions 9/30/04 9/30/03 9/30/021
Funeral Services Sales:
ISENGAE $ 628 $ 621
Cost of goods sold 8 $ 279 $ 285
Gross margin ST % 55.6% 54.1%

(1) 12 months ended 9/30/02 for comparison purposes. Transition fiscal year was 10 months ended 9/30/02.

Batesville Casket’s Industry

Batesville Casket’s customers are licensed funeral
directors operating licensed funeral homes.
Batesville Casket holds a strong presence in the
U.S. burial casket industry and is a leading and
growing player in cremation products. There are
about 22,000 U.S. licensed funeral homes, of
which about 75 percent are independently owned
enterprises. The small, independently owned

and operated licensed funeral home is Batesville
Casket’s core customer base. However, the
company also serves a number of the national
funeral service providers.

Batesville Casket’s leadership position, customer
focus and innovative products have allowed

it to create shareholder value in the flat burial
casket business.

Funeral Services Trends

o North American annual death rate is 2.6
million and flat to increasing about one-half
of one percent.

e An estimated one-third of funeral services
are cremations and the remainder are burials.

© Consumers, especially baby boomers, are
interested in personalizing funeral services
and products.

20  HB 2004 Annual Report




Batesville Casket’s Strengths

° Ability to offer innovative products and product features.

© Strong customer relationships through a direct sales force and
unique customer visitation program.

o Unmatched logistics provide the ability to reach two-thirds of
funeral home customers with next day service.

o Industry leading manufacturing with the broadest product line.

o Low-cost manufacturer through continuous improvement.

Batesville Caslket Ensures Continved Profitability

o Reduces unprofitable stock keeping units, improving product mix.

o Innovates new personalized products and services.

o Controls costs and supply chain management.

c Improves efficiency.

o Installed enterprise resource planning system.

o Expands overnight customization of caskets. This can include
sculpted LifeSymbols™ corner designs, personalization of
the interior of the casket or other aspects of the unit, and
MemorySafe® drawers for storing personal items inside the
casket itself.

o Participates in the cremation market with its Options® line of
cremation caskets, urns and related keepsakes.

o Provides funeral home retail display and consultation business
with System Soluticns by Batesville.

¢ Launched the Marquetry™ Collection, a new line of high-quality

2. . % T ey P
Fumerel Service SFUNBTE. D8TV.CES

@

3 ) . a
Szles Sales Gross Profit . .
(millions of doliars) (millions of dollars) engllneered yvood caskets'that incorporates the styles and
designs of fine home furniture.
g349  $350 o Reintroduced the Marsellus line of caskets to independent
$336 = i
seo1 $628 8640 funeral directors.
_ h—
02 03 04 020 03 04
{1) 12 months ended 9/30/02 for comparison purposes. Transition fiscal
year was 10 months ended 9/30/02,
Sales Force
Approximately 150 North American salespeople

Distribution

o Six regional distribution centers

o Approximately 80 local customer service centers
throughout North America

o Approximately 585-unit transportation fleet

o Approximately 500 trailers
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Seated: Rolf A. Classon, Ray J. Hillenbrand, Frederick W. Rockwood, Standing: John A. Hillenbrand II, Anne Griswold Peirce, R.N., Ph.D,

- A g TR

Charles E. Golden, Peter H. Soderberg, Joanne C. Smith, M.D., W August Hillenbrand

Ray J. Hillenbrand, 70

Chairman of the Board

Hillenbrand Industries, Batesville, IN
Board Member Since 1970

Mr. Hillenbrand was named as Chairman of the Board of the company

on January 17, 2001. He is manager of Dakota Partnership, a diversified
investment entity. Mr. Hillenbrand is President of the Dakota Charitable
Foundation and serves as a member of the Board of Trustees of The Catholic
University of America, Washington, D.C. He is past Chairman of the Board of
Rushmore Health Systems, which includes Rapid City Regional Hospital.

Rolf A. Classon, 59

Vice Chairman of the Board
Hillenbrand Industries, Batesville, IN
Board Member since 2002 1,2

Mr. Classon was elected Vice Chairman of the Board on December 4, 2003.
He is the retired Chairman of Bayer HealthCare, a subsidiary of Bayer AG.
Previously, he had been president of Bayer's Diagnostic Division and head

of Bayer's Worldwide Business Group ~ Diagnostics since 1995. Bayer is an
international research-based company active in life sciences, polymers and
chemicals. During his career, Mr. Classon has held management positions with
Pharmacia, Swedish Match Group. Mr. Classon currently serves on the Board
of Enzon Inc, the Board of ISTA Pharmaceuticals, and the Board of Auxilium
Pharmaceuticals.
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Charles E. Golden, 58

Executive Vice President and Chief Financial Officer
Eli Lilly and Company, Indianapolis, IN

Board Member since 2002 1,3

Mr. Golden is Executive Vice President and Chief Financial Officer for Elj Lilly and
Company, Indianapolis, Indiana, a global provider of pharmaceutical products
and health care information. Prior to joining Elf Lilly, Mr. Golden served as a
corporate vice president of General Motors and Chairman of Genieral Motors'
vehicle operations in the United Kingdom from 71993 to 1996. He is a member of
the National Aavisory Board of J.R. Morgan Chase & Co., and is Chairman of The
Council of Financial Executives of the Conference Board. He also serves on the
Boards of Directors of Clarian Health Pariners (as Chafrman), as Fresident of the
Crossroads of America Council (Boy Scouts of America), the Indiana Chamber of
Commercs, on the board of trustees of Park Tudor School, and on the Finance
Committee of the Indianapolis Museum of Art.

John A. Hillenbrand II, 73
Personal Investments, Batesville, IN
Board Member Since 1972 2

Mr. Hillenbrand is currently a board member and Chair Emeritus of Able Body
Manufacturing and Assembly, LLC and Nambe Mills, Inc. and Vice-Chairman Pri-
Pak, Inc. He has served as a member of the Board of Directors of National City
Bank, indiana, National City Trust, Florida, CINERGY Corporation, PS! Resources,
Benicorp Insurance Company, Physicians Practice Management, Inc. and Heritage
Acceptance Corporation. Mr. Hillenbrand has been active in business associations,
having served as Chairman of the Indiana State Chamber of Commerce and as an
officer and member of the Board of Directors of the Health Industries Association,
and the Indiana Manufacturers’ Association. He currently serves as Co-Chairman
of the State of Indiana’s Government Efficiency Commission.




W August Hillenbrand, 63
Personal Investments, Batesville, IN
Board Member Since 1972 2

Mr. Hillenbrand served as chief executive officer of the company from 1989
until 2000. Mr. Hillenbrand also served as president of the company from 1981
until 1999. Mr. Hillenbrand is the Chief Executive Officer of Hillenbrand Capital
Partners, an unaffiiated family investment partnership. He is also a director of
DPL Inc. of Dayton, Ohio and Pella Corporation of Pella, lowa.

Anne Griswold Peirce, R.N., Ph.D., 53

Associate Dean for Academic

Affairs and Associate Professor of Clinical Nursing
Columbia University School of Nursing, New York, NY
Board Member Since 2003 2,4

From 1996 through June 2002, Dr. Peirce was a Dean and Professor of Nursing
and the Director of Nursing Research at the University of Mississippi Medical
Center. During her career, Dr. Peirce has held management and academics
positions with various medical institutions, colleges and universities, including the
Columbia University School of Nursing. Dr. Peirce has also authored numerous
journal articles and textbook chapters related to the field of nursing. She also
serves on the edjtorial boards of the Journal of Nursing Measurement and the
Online Journal of Health Ethics.

Frederick W. Rockwood, 56
President and Chief Executive Officer
Hillenbrand Industries, Batesville, IN
Board Member Since 1999

Mr. Rockwood was elected Chief Executive Officer and President of the company
on December 3, 2000 after being president since December 6, 1999. He has
been employed by the company since 1977. He has also been a management
consultant with Bain and Company and The Boston Consulting Group. He

is @ member of the Board of Directors of the Advanced Medical Technology
Association (AdvaMed).

Joanne C. Smith, M.D., 43

Senior Vice President, Corporate

Strategy & Business Development
Rehabilitation Institute of Chicago, Chicago, IL
Board Member Since 2003 1,3

Since 1992 Dr. Smith has been an attending physician at the Rehabilitation
Institute of Chicago. From 1897 through April 2002, Dr. Smith was the senior
vice president and chief operating officer of the Corporate Partnership Division
and from 1992 to 1997 she held various management positions there. She also
serves on the Boards of Directors of AptarGroup, Inc., a leading supplier of
pharmaceutical, personal care, and food/beverage dispensing systems and
the AON Memorial Education Fund, a fund dedicated to supporting the

" educational needs of children who suffered the loss of a parent in the World
Trade Center attack.

Peter Soderberg, 58

President and Chief Executive Officer
Welch Allyn, Inc., Skaneateles Falls, NY
Board Member since 2002 4

Mr. Soderberg is President and Chief Executive Officer of Weich Allyn, inc.,
Skaneateles Falls, N.Y. Welch Allyn, Inc. is a privately held global technology
company with units that manufacture innovative medical diagnostic equipment,
patient monitoring and defibrillation systems, and miniature precision lamps. His
prior experience includes 23 years at Johnson & Johnson where he served in a
variety of operations, marketing and management positions. He is on the Board
of Directors of Wilson Greatbatch Technologies, Inc., the Advanced Medical
Technology Association {(AdvaMed), the Health Industry Distributors Association
Foundation, and is Chairman of the Board of CNYMedtech and Vice Chairrman
of the Board of the Syracuse Symphony Orchestra.

Nominating/Governance Committee
Finance Committee

Audit Committee

Compensation and Management
Development Committee
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New Board Members

Mark D. Ketchum, 54

President, Global Baby and Family Care (retired)
The Procter & Gambie Co.

Cincinnati, Ohic 2,4

Mr. Ketchum joined Procter & Gambie in 1971 and has held a
broad range of assignments since joining the Company. He has
held leadership roles for thirteen years in manufacturing and
operations, six years in brand management and advertising,
and fourteen years in executive ievel general management
positions. He holds a Bachelor of Science in Industrial
Engineering and Operations Research from Cornell University.
Mr. Ketchum has besn a Cornell University Alumni Ambassador
and, from 1991 to 1999 was on the Beard of Directors, Tissue
Division of the American Forest & Paper Association.
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Eduardo Menascé, 59
President, ESG

Verizon Communications
New York, NY 1,3

Mr. Menascé has had a distinguished career with significant
international experience at the executive level, in operations
and in finance. In his current position, his responsibifities
include oversight of alf sales, marketing and service delivery
for Verizon’s largest business and government customers.
Prior to the merger of Bell Atlantic and GTE, which created
Verizon Communications, he held several positions at

GTE, living in Brazil, Argentina, Venezuela and France. Mr.
Menascé has held senior positions, at CTI MOVIL S A. -
Argentina, CANTV in Venezuela, and Wagner Lockheed and
Alcatel in Brazil. He earned a Bachelor degree in industrial
Engineering from Universidad Pontificia Catolica de Rio ds
Janeiro and a Master’s degree in Business Administration
from Columbia University. Mr. Menascé currently serves

on the Board of Directors of Pitney Bowss Inc., a global
provider of integrated mail and document management
solutions and Key Corp, one of the nation’s leading
bank-based financial services companies. He also

serves on the Board of Advisors of Adventis, a leading
management and strategy consuftancy to the converging
global information industries.

HB 2004 Annual Report 28



SIX YEAR FINANCIAL SUMMARY
Hillenbrand Industries, Inc. and Subsidiaries

{Doflars in millions except per share data) Fiscal Year Ended September 30, Fiscal Year Ended September 30,

2004 2003

RESULTS OF OPERATIONS:

Net revenues $ 1,829 1,695
Cost of revenues and operating expenses $ 1,503 1,354
Litigation charge (c) $ - -
Special charges (d) $ 6 9
Operating profit $ 320 332
Other income (expense), net (e} $ (12) (62)
Income (loss) from continuing operations before income taxes $ 308 280
Percent of net revenues 16.8 16.5
Income tax expense {benefit) $ 120 99
Effective tax rate (f) 38.9 35.4
Income from continuing operations $ 188 181
Percent of net revenues 10.3 10.7
(Loss) income from discontinued operations (b) $ (78) (43)
Net income $ 110 138
Return on average equity 10.1 12.3
PER SHARE DATA:
Income from continuing operations — Diluted (b) $ 3.00 2.90
Net income - Diluted $ 1.75 2.22
Cash dividends $ 1.08 1.00
Book value $ 17.48 18.64
Average common shares outstanding — Diluted (000’s) 62,725 62,185
FINANCIAL POSITION:
Current assets $ 739 721
Current liabilities $ 313 380
Working capital $ 426 341
Current ratio 2.4 1.9
Equipment leased to others and property, net $ 372 264
Assets of discontinued operations (b) $ 98 49
Insurance assets (h) $ - 4,099
Total assets $ 1,992 5,425
Long-term debt $ 360 155
Shareholders’ equity $ 1,096 1,159
OTHER DATA:
Capital expenditures $ 125 115
Depreciation, amortization and write-down of goodwill $ 108 75
Net cash provided by operating activities $ 348 366
Employees 10,400 9,900
Shareholders 17,000 16,900
Stock price range - high and low $ 72.92-49.40 58.29 - 46.50

See Notes to Consolidated Financial Statements

(a) Represents previous fiscal yeariend of Saturday nearest November 30 of each year. Fiscal year end was changed to September 30 effective in 2002.

(b) Results have been adjusted to reflect discontinued operations for divestitures of Forethought Financial Services and Hill-Rom’s piped-medical gas and infant care
businesses from 1999 to present. The balance sheet was adjusted in 2003 and 2004 to reflect the divestitures of the piped-medical gas and infant care businesses
and solely in 2004 for the divestiture of Forethought Financial Services.

(c) Reflects antitrust litigation charge in 2002.
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Twelve Months Ended September 30, Fiscal Year Ended (a)

2002 2001 2001 2000 1999
1,736 1,674 1,673 1,637 1,600
1,435 1,434 1,409 1,431 1,398

250 - - - -
5 26 22 2 35
46 214 , 242 204 167
27) (15) 1) - (16)
19 199 221 204 151
1.1 11.9 13.2 12.5 9.4
@7) 69 52 74 56
(194.7) 34.7 23.4 36.1 37.1
56 130 169 130 95
3.2 7.8 10.1 7.9 5.9
(12) 23 1 24 29
44 153 170 154 124
4.3 16.9 18.8 19.2 13.4

0.90 2.05 2.70 2.06 1.44

0.70 2.43 2.70 2.44 1.87

0.98 0.83 0.84 0.80 0.78
15.88 15.34 16.28 13.20 12.63

62,931 62,989 63,021 62,958 66,337
971 N/A 891 724 782
564 N/A 343 282 371
407 N/A 548 442 411

1.7 N/A 2.7 2.6 2.1
270 N/A 266 272 267
N/A N/A N/A N/A N/A
3,889 N/A 3,618 3,314 3,091
5,455 N/A 5,072 4,597 4,433
322 N/A 305 302 302
999 N/A 1,026 831 838
121 103 101 106 79
91 95 100 89 98
397 404 445 295 . 184

10,300 N/A 10,200 10,800 10,800

17,600 N/A 19,100 18,100 22,900

66.48-48.30 58.51-41.56 58.51-41.56 51.50-28.75 58.12-26.12

(d) Realignment of certain operations, the write-down of certain underperforming assets, the reversal of prior special charge provisions in excess of requirements, gain
on disposition of facilities idled under prior special charges and the retirement of our former CEO (see Note 5 to Consolidated Financial Statements).

(e) Includes a loss of $16 miilion and $6 million on the repurchase of debt in Fiscal Years Ended September 30, 2003 and 2004, respectively, a gain of $1 million in the
Twelve Months Ended September 30, 2002 and Fiscal Year 2001 on the sale of Narco Medical Services, Inc.

(f) Reflects the reversal of previously provided tax reserves for potential disallowances and valuation allowances no fonger considered necessary of $32 million for the
Twelve Months Ended September 30, 2002 and $26 million for Fiscal Year 2001.

HB 2004 Annual Report 25



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Hillenbrand Industries, Inc. and Subsidiaries

The following discussion and ‘analysis should be read in conjunction
with our audited Consolidated Financial Statements and accompanying
notes included herein.

OVERVIEW

Hillenbrand Industries is organized into two major operating companies
serving the health care and funeral services industries. Hill-Rom is

a manufacturer of equipment for the health care industry, a provider

of associated systems for wound, pulmonary and circulatory care

and a provider of biomedical equipment rentals and other services to
enhance the operational efficiency and asset utilization of health care
facilities. Batesville Casket serves the funeral services industry and is a
manufacturer of caskets and cremation-related products.

Over the course of the past four years, Hillenbrand Industries has
embarked on a strategy to create value for shareholders, customers,
suppliers and employees. The cornerstone of this strategy is our
commitment to create and accelerate shareholder value and growth by
identifying and implementing initiatives that will help realize the potential
of our existing portfolio of businesses and position us for future growth,
both organically and through acquisitions. The five key elements of our
strategy and its impact on the business are outlined as follows:

1. Profitable revenue growth: Profitable revenue growth is critical to
our overall commitment to build shareholder value. Actions taken
to achieve this objective inelude higher research and development
spending, a more strategiciapproach to new product development,
an increased focus on higher margin products and a more profitable
product mix. These efforts have resulted in numerous product line
extensions, new product platforms, gross margin improvement and a
foundation for future revenue growth.

During the second quarter of fiscal 2004 we launched two new bed
platforms in North America; the VersaCare™ and CareAssist™ beds.
The VersaCare™ platform is a more feature-rich replacement to our
current Advanta™ product offering, which is Hill-Rom’s single largest
product. The CareAssist™ product is an entry-level offering at a lower
price point than the VersaCare™ or Advanta™ products, providing
increased flexibility to our customers that need fewer features on their
bed platforms. While we believe these products will be successful

in the marketplace, their introduction had an impact on the timing

of orders and shipments as many customers delayed purchasing
decisions as they evaluated the new product offerings, resulting in
lower revenues and gross profit from health care in fiscal 2004.
Hill-Rom also introduced the ComLinx® LPM wireless locating and
tracking system, the PrimeAire® ARS wound prevention surface and
the Vocera wireless hands-free nurse communication system during
the first six months of 2004. We also introduced new products in the
architectural products, communications and furniture lines during the
last half of fiscal 2004, replacing outdated products and enhancing
workflow solutions.

In 2004, Batesville Casket continued its focus on new product
development by introducing several new veneer products aimed

at various price points in both the burial and cremation markets,
reintroducing select premium wood caskets under the Marsellus™
brand name and introducing the Dimensions by Batesville® product
line in response to the growing demand for caskets associated
with the increasing size of Americans. In addition to these items,
Batesville Casket continued its focus on the increasing opportunity
to personalize funerals by introducing several new theme caskets,
LifeSymbols corners and cap panels, along with various columnar
displays for these and other products used by our customers to show
products in their selection rooms.
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We are also committed to growth through selective health care
acquisitions, such as the acquisitions of ARI, Mediq and NaviCare. In
October 2003 we completed the acquisition of ARI, a manufacturer
and distributor of non-invasive airway clearance products and
systems. ARI complements Hill-Rom’s existing puimonary expertise,
expands Hill-Rom’s home-care product line, and provides opportunity
for growth through leveraging of its clinical sales force. In January
2004, we completed the acquisition of Mediq, a company that
provides peak-needs rentals and asset management of moveable
biomedical equipment and services. This acquisition expands Hill-
Rom'’s product and service offerings, strengthens its after-sales
service capabilities and should allow increased leverage of its global
service center network. Also in January 2004, we completed the
acquisition of the remaining 84 percent equity interest of NaviCare that
we did not already own. NaviCare provides cperations management,
resource optimization and dynamic workflow solutions for health care
enterprises and supplements Hill-Rom’s goal of offering products,
services and solutions to enhance the efficiency and effectiveness of
the patient care environment.

We have also entered into two important technology relationships
that augment the benefits of the Medig and NaviCare acquisitions.
First, in August 2003 we entered into a supply agreement with Visonic
Technologies Americas, Inc. and Elpas Electro-Optic Systems, Ltd. to
provide us with access to Visonic’s wireless locating technology. This
technology supports our recently introduced ComLinx® LPM wireless
locating and tracking system, which allows us to tag and track
equipment and personnel in health care facilities. In January 2004 we
entered into a distribution agreement with Vocera Communications,
Inc. permitting Hill-Rom to sell, service and support Vocera’s

wireless voice communication solution, which will allow wireless
voice communication among health care facility workers throughout
a facility. These technology relationships, along with the Mediq and
NaviCare acquisitions provide the foundation for long-term growth and
competitive advantage in Hill-Rom’s service business. Our strategy
for growth in this business is based on the recognition that health
care providers will face increasing demand in coming years as the
baby boom generation ages and at the same time will face continued
pressure to control health care costs. in this environment, we believe
health care providers will need to increase patient throughput with
higher levels of utilization of existing assets. We believe we now

can facilitate dramatic improvements in asset utilization and in-
patient flow, and we can provide flexibility to health care providers in
achieving those objectives by offering them capital purchases, rental
arrangements and comprehensive asset management programs
across a broader range of products.

The ARI and Mediq acquisitions resulted in significant increases

in health care rental revenues and gross profit. The effect of the
acquisitions on gross profit as a percentage of revenue has been
negative, as lower margin rates associated with Medig’s business
more than offset the higher margin rates at ARI. We used cash on hand
to purchase ARI and NaviCare and borrowings under our revolving
credit facilities to fund the majority of the purchase price for Mediq,
which were refinanced with a long-term borrowing in the third quarter
of fiscal 2004.

During 2005 we plan to complete the integration of the acquisitions
made in 2004. We also plan to focus development efforts on filling
remaining product line gaps relating to connectivity and integration in
the patient care environment, enhancement of operational efficiency
and asset utilization of health care facilities, and non-invasive clinical
therapies that have a close relationship to our current strengths.




2. Improved asset management: We continually strive to improve the

efficiency and return on our assets and capital. Key components of
this effort include business process simplification, asset rationalization
and achieving an optimal sales structure. Significant progress has
been made in all these areas. In business process simplification, we
are continuing our efforts to move to a common technology platform
with our Enterprise Resource Planning implementations at Hill-Rom
and Batesville Casket.

The recent sale of our piped-medical gas business and infant care
products business are examples of the asset rationalization strategy.
These businesses were selected for divestiture as they no longer

fit within our strategic portfolio because they had limited future

growth potential, possessed unique sales channels and research

and development requirements, had low profit margins and would
have required significant investment to achieve their limited growth
potential. Additionally, in July we sold Forethought, a specialty
insurance holding company serving the pre-need financial services
market. Following a comprehensive review of strategic alternatives, we
concluded that the best interests of our shareholders, customers and
employees would be served by the sale of Forethought, allowing us to
focus our resources on future growth opportunities in the heaith care
marketplace and maintain our longstanding commitment to Batesville
Casket. Managing a large insurance and financial services company

is very different from managing companies that manufacture products
and provide related services. Additionally, a financial services company
is subject to a variety of outside influences, including exposure to
financial market volatility, that have made it difficult for our investors to
compare and forecast our operating performance at times in the past.
Moreover, Forethought’s strategic priorities and opportunities were
inconsistent with those of Hillenbrand. Proceeds from the disposition
of these businesses have been reinvested as part of our acquisition
growth strategy.

. Lower cost structure: We are committed to increasing shareholder
value through the reduction of costs and waste in all areas of our
business and the streamlining of processes for higher performance.
Strategic sourcing and supply arrangements with key suppliers
have resulted in significant reductions in raw material costs while
maintaining quality over the last several years. However, over the
past six months, we have experienced some significant pricing
pressure with respect to steel, red metals, solid wood and fuel that
has negatively impacted our financial results during the 2004 fiscal
year by approximately $15 million and are anticipated to continue into
2005. The cost increases have been caused by price increases and
surcharges that have been implemented by our suppliers due to strong
worldwide demand, strained production capacity, a weak U.S. dollar
and uncertain economic conditions. If strong worldwide steel demand
continues, the strained production capacity could also pose a risk
with respect to the timing and availability of steel deliveries from our
suppliers. We also continue to reduce operating expenses as a result
of work force and other realignment activities.

With respect to non-operating expenses, we completed the
repurchase of approximately $157 million and $47 million of our
outstanding long-term debt in the fourth quarter of 2003 and the third
quarter of 2004, respectively. This debt carried interest rates ranging
from 6.75 percent to 8.5 percent. We incurred charges of $16 million
and $6 million, respectively, related to these repurchases. These
repurchases will provide approximately $8 million in annual interest
rate savings.

Moreover, in addition to previously announced restructurings, we
announced a restructuring in the fourth fiscal quarter of 2004,

resulting in a charge of $7 million intended to better align Hill-Rom’s
financial and personnel resources to fully support its growth initiatives,
decrease overall costs, and improve performance in Europe. The
charge included the elimination of approximately 130 salaried
positions in the U.S. and approximately 100 positions in Europe. These
actions should result in an approximate $16 million annualized gross
benefit once the action is fully completed toward the end of our 2005
fiscal year.

During 2005 we plan to pay for our investments to grow the business,
offset material cost increases and stabilize margins by continuing to
cut costs and achieve increased efficiencies. For example, as part of
our ongoing strategic sourcing efforts, Hill-Rom recently centralized

its global supply chain to optimize its supply chain for manufacturing
operations and maximize purchasing power with suppliers, and, during
2005, Batesville Casket plans to ramp up its Mexican manufacturing
capability to expand its low-cost manufacturing capabilities.

4. Strategic portfolio management: We continue to manage our portfolio
of operating companies under a unified corporate structure. Under
this approach, each operating company plays a specific role in the
fulfilment of our overall strategy. Batesville Casket is responsible for
developing management talent and providing earnings and cash flow
to fund Corporate growth. Hill-Rom’s role is to provide, in addition
to cash flow and earnings, profitable growth through new product
innovation, expansion into new areas and acquisitions in its respective
adjacent health care businesses.

5. Leadership excellence: We have continued the aggressive
development of talent in the organization through developmental
assignments, inter-organizational transfers and special executive
development training experiences. In 2003 we launched a unique
performance development facility to enhance executive capabilities.
During 2004, we continued to incorporate new learning and processes
to expand the capabilities of this facility to individuals as well as
team peak performance. During 2003, we performed comprehensive
evaluations of our compensation and benefit programs, which we
continued to evaluate in 2004, to assure marketplace competitive
programs and practices, as well as proper alignment with our
shareholder value creation objectives.

The charges and expenditures incurred to implement these initiatives
partially offset the achieved benefits, but such benefits are expected to
continue in future periods. We expect further benefits to be achieved as
we continue to pursue our strategy, with a primary focus on the following
elements of the strategy in 2005:

1. Increasing customer focus: We are committed to increasing customer
focus by responding to their needs, solving their problems, and
providing the right products and services better than anyone else.
Resource allocation and investments in current businesses, new
products and acquisition targets will be driven by increasing our
customer focus in each of our businesses. Hill-Rom has made
substantial progress towards its objectives of increasing the number
of sales representatives by approximately 50. Batesville Casket's
strategy to enhance the customer experience during 2005 will include
an increased focus on more uniquely serving the individual funeral
homes through increasing delivery frequency and flexibility, expanding
the number of sales territories to increase our exposure with individual
accounts and funeral directors, enhancing product selection,
strengthening executive relationships with key accounts across the
country and becoming easier and simpler to do business with at all
customer touch points and with all customer interactions.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (CONT.)

Hillenbrand Industries, Inc. and Subsidiaries

2.

Product quality, innovation and new product development: We

are focused on our product quality and new product development
initiatives, increasing funding levels and the speed of research and
development and manufacturing cycle times. The ultimate goal of
these initiatives is to provide meaningful innovative solutions to
customers. During 2004, Hill-Rom introduced the BasicCare™,
CareAssist™ and VersaCare™ bed frames designed for a variety

of medical/surgical applications, a premium furniture extension,

the Contour and Imagebuilder headwall systems, PrimeAire® ARS
therapy surface, ComLinx® LPM {which provides wireless tracking of
equipment, patients, and caregivers) and Vocera® for hands free voice
communication. Additiondlly, in 2004, Batesville Casket continued

its roll-out of veneer products by introducing several new engineered
wood casket products manufactured under its revolutionary new
process for veneers and completed the reintroduction of select
premium wood caskets under the Marsellus brand name to customers.
Batesville Casket is in thejprocess of introducing its new Dimensions
product line targeted at the increasing population of overweight and
obese individuals.

. Streamlining business for higher performance: We plan to continue

to rationalize and exit poor performing product lines and businesses
and divest of under-performing assets. Batesville Casket’s Enterprise
Resource Planning (ERP) system implementation, providing a common
technology platform aimed at speeding productivity gains and process
improvements, was completed during the 2004 fiscal year and is fully
functional. Implementation efforts related to the ERP system at Hill-
Rom will continue, where three out of four phases were complete at
the end of fiscal 2004. Improving performance with the Hill-Rom EMEA
business will also be a focus in fiscal 2005.

. Accelerating top line growth through new business development:

While organic growth is important, we recognize that we will not be
able to consistently meet our long-term strategic objectives without
the benefit of acquisitions. During 2005 we plan to complete the
integration of the acquisitions made in 2004. We also plan to focus
development efforts on filling remaining product line gaps relating
to connectivity and integration in the patient care environment,
enhancement of operational efficiency and asset utilization of health
care facilities and non-invasive clinical therapies that have a close
relationship to our current strengths.

In addition to the effects of the continued execution of our overall
Corporate strategy, other trends in our businesses which have impacted
and may continue to impact performance are outlined below.

The health care products industry is diverse and highly competitive.

Ov

er the long term, patient demand for services is rising as a result

of a number of factors, including an aging population, increasing life

expectancy, enlightened consumers and technological advances. These
long-term trends should create pressure for existing facilities to upgrade
and increase efficiency, caregiver safety and productivity in order to
maintain profitability and meet demand in a period of staffing shortages.
Hill-Rom believes that in order for it to achieve its goals of revenue

growth and improved profitability, it will be required to continue to provide

innovative, high quality customer solutions on a cost-effective basis.
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In addition, health care providers are under continued pressure to control
costs. As a result, purchasers of health care products and services such
as those offered by our health care businesses continue to demand
more cost effective products and services that improve the quality and
efficiency of patient care and service. Specifically, the federal budget
deficit is causing increasing pressure to control costs in the Medicare
and Medicaid programs, increasing the likelihood of health care reform
and changes in reimbursement practices. At the state level, while

some easing of budgetary pressures has been noted, fiscal challenges
largely remain present with Medicaid expenditures claiming increasing
portions of state budgets. Additionally, health care providers face cost
control pressures due to increasing numbers of uninsured patients and
increasing supply costs. Premium increases to health care plans and the
rising uninsured population further exacerbate a difficult reimbursement
and economic environment for providers. In the aggregate, these cost
control pressures can also impact the relative industry-wide demand for
sales versus rental options in various product segments, which in turn
can affect the sales versus rental mix of many products in our portfolio.

We continue to monitor implementation of the Medicare Modernization
Act. While all of the implications of this far-reaching law are not yet

clear, our current assessment continues to be that the Act is largely
positive to Hill-Rom in the short term due to a variety of favorable
hospital reimbursement provisions. Moreover, increased cost projections
associated with the Medicare reform legislation, along with the growing
federal deficit and other factors, could combine to create what we believe
to be conditions favorable to Medicare cost containment measures in
2005 and beyond.

We derive significant revenues through GPOs. GPOs have come under
increasing scrutiny regarding contracting practices, which have included
various Congressional hearings. Over the past year, in response to
Congressional inquiries, the industry had imposed numerous reforms
contained in an industry-designed code of conduct. Despite this

effort, federal legislation has been proposed this year that would direct
the Department of Health and Human Services (HHS) to promulgate
rules further defining ethical conduct for GPOs. Observance of these
rules, through a certification process designed by HHS, would be a
precondition for GPOs to accept administrative fees from hospital
suppliers. Additionally, those fees would be capped at 3 percent. We
believe the likelihood of passage this year is remote. However, the issue
is likely to be revisited by the next Congress. While it is not possible

to determine the full impact of potential legislation, based on our
understanding of the bill’s intent, we do not anticipate a significant impact
to our business in the near future.

We have been subject to increasing competitive pressure in areas in
which we have not brought sufficient new products and features to
market in the past. Hill-Rom's increased commitment to new product
development is expected to generate additional growth opportunities in
2005 and beyond.




Fundamentally, Hill-Rom’s strategy is aimed at providing three value
propositions that management believes should directly address long-
term customer needs: improving the operational efficiency of health
care facilities; providing improved patient outcomes, thereby reducing
length of stay and costs; and, improving caregiver safety and efficiency.
Management believes substantial opportunity exists to grow in these
areas by utilizing Hill-Rom’s global rental service center network, its
clinical sales force and its strong position in capital equipment. The
recently completed acquisitions of ARI, Medig and NaviCare aim to
take advantage of these opportunities. Because of our concentration in
sales of capital equipment, we are susceptible to short-term demand
fluctuations resulting from economic and regulatory changes and the
timing of new product introductions. We intend to accelerate our efforts
in non-capital products and services, which we believe will provide a
more stable revenue stream. Meanwhile, Hill-Rom continues to focus on
increasing its cost competitiveness in light of growing price pressures
and low cost competitors, particularly in low- to mid-range products.

Hill-Rom sales and profitability have historicaily been disproportionately
weighted toward the latter part of each quarter and generally weighted
toward the latter part of each fiscal year, due to a combination of sales
incentives, which influence certain customers to accelerate purchases
otherwise planned for future periods, compensation practices and
customer capital equipment buying patterns. However, there is no
assurance that these patterns will continue.

In the funeral services products industry, the demand for burial caskets
in North America appears to be gradually but steadily declining as the
result of lower age-adjusted mortality rates and a continued increase

in the rate of cremations. The popularity of cremations continues to
grow at a rate of approximately one percentage point each year, now
estimated at approximately one-third of total deaths. Also, Batesville
continues to participate in an increasingly competitive environment
where overcapacity exists and competitors respond with greater price
concessions (discounts) and more flexible service. Management expects
each of these trends, which have resulted in declines in the volume of
casket sales for Batesville over the past three years, to continue in the
future. Although Batesville offers a broad line of cremation products,
these products result in lower revenue and carry overall lower margins
than the average burial product. Partially offsetting these negative trends
is a growing demand for enhanced personalization of funeral products
and increased manufacturing and other operational efficiencies. Based
on these trends and factors, Batesville’s strategy to improve profitability
in the funeral services products industry will require Batesville to continue
to differentiate its products on the basis of customer service, quality,
innovation and personalization, while at the same time continuing to
control costs through manufacturing efficiencies, strategic sourcing and
other cost reduction efforts.

RESULTS OF OPERATIONS

Effective for fiscal year 2002, we changed our fiscal year-end to
September 30 from the Saturday nearest November 30 of each year. As

a result of this change, the Statements of Consolidated Income (Loss},
Statements of Consolidated Cash Flows and Statements of Consolidated
Shareholders’ Equity and Comprehensive Income presented herein
reflect the Fiscal Years Ended September 30, 2004 and 2003, and the Ten
Months Ended September 30, 2002.

As a result of the change in fiscal year-end, for purposes of
Management’s Discussion and Analysis of Financial Condition and
Results of Operations, the foliowing periods of operations are presented
and discussed:

e Fiscal Year Ended September 30, 2004 compared to Fiscal Year Ended
September 30, 2003

¢ Fiscal Year Ended September 30, 2003 compared to the unaudited
Twelve Months Ended September 30, 2002

¢ Fiscal Year Ended September 30, 2003 compared to Ten Months Ended
September 30, 2002

The discussion of resulits for the Fiscal Year Ended September 30, 2003
to the unaudited Twelve Months Ended September 30, 2002 is presented
for comparative purposes only. Management considers this to be a more
meaningful presentation than the comparison of the Fiscal Year Ended
September 30, 2003 to the Ten Months Ended September 30, 2002. As
a resuit, the explanations related to the comparative resuits of the Fiscal
Year Ended September 30, 2003 to the Ten Months Ended September
30, 2002 are more abbreviated than for the other comparisons included
herein. Unless otherwise noted, the factors affecting the resuits for

the Ten Months Ended September 30, 2002 are consistent with those
affecting the unaudited resuits for the twelve months ended on this
same date.

Unless otherwise indicated, references to 2002 in the comparative
discussions below correspond to the periods set forth in the heading of
each section. Further, the operating results for the divestitures completed
in 2004 (the infant care and piped-medical gas businesses of Hill-Rom
as well as Forethought) are presented as discontinued operations within
our Consolidated Statement of Income (Loss). Under this presentation,
the revenues and variable costs associated with these businesses are
removed from the individual line items comprising the Consolidated
Statement of Income (Loss) and presented in a separate section entitled,
“Discontinued Operations”. In addition, fixed costs related to the
businesses that were eliminated with the divestitures are also included
as a component of discontinued operations. The results of discontinued
operations are not necessarily indicative of the results of the businesses
if they had been operated on a stand-alone basis. Except as otherwise
indicated, all discussions and presentations of financial results within
Management’s Discussion and Analysis are presented based on our
results from continuing operations.
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The following table presents.comparative operating results for all periods discussed within Management’s Discussion and Analysis:

Fiscal Year Fiscal Year Twelve Months Ten Months
Ended Ended Ended Ended
September 30, % of September 30, % of September 30, % of September 30, % of

(Dollars in milfions except per share data) 2004 Revenues 2003 Revenues 2002 Revenues 2002 Revenues
Net Revenues

Health Care sales $ 737 403 § 749 42 $ 787 453 $ 615 44.2

Health Care rentals 452 24.7 318 18.8 328 18.9 268 19.2

Funeral Services sales 640 35.0 628 37.0 621 35.8 510 36.6
Total Revenues $ 1,829 1000 $ 1,695 1000 $ 1,736 1000 $ 1,393 100.0
Gross Profit

Health Care sales $ 355 482 ¢ 379 508 & 394 501 $ 304 49.4

Health Care rentals 203 44.9 157 49.4 156 47.6 127 47.4

Funeral Services sales 350 54.7 349 55.6 336 541 275 53.9
Total Gross Profit 908 49.6 885 52.2 886 51.0 706 50.7
Other operating expenses 582 31.8 544 32.1 585 33.7 485 34.8
Litigation charge - - - - 250 144 250 17.9
Special charges 6 0.3 9 05 5 0.3 4 0.3
Operating Profit (Loss) 320 17.5 332 19.6 46 2.6 (33) 2.3
Other income (expense), net (12) (0.7) (52) 3.1 27) (1.5) (22) (1.6)
Income {Loss) from Continuing| Operations

Before Income Taxes 308 16.8 280 16.5 19 11 (55) 3.9
Income tax expense (benefit) 120 6.5 99 58 37) 2.1) (38) @.7
Income (Loss) from Continuing Operations 188 10.3 181 10.7 56 3.2 (17) (1.2)
(Loss) income from discontinued ioperations (78) (4.3) (43) (2.6) 12) ©.7) 7 0.5
Net Income (Loss) $ 110 60 § 138 81 % 44 25 ¢ (10) (0.7)
Income (loss) per common sharelfrom

continuing operations $ 3.00 N/A  § 290 N/A $ 090 N/A  $  (0.28) N/A
(Loss) income per common share from

discontinued operations {1.25) N/A (0.68) N/A (0.20) N/A 012 N/A
Net Income (Loss) per Common Share - Diluted $ 1.75 N/A  § 222 NA 8 070 N/A  § (0.16) N/A

The financial results presented herein include a number of other items which impact the comparability between periods. A summary of these items is
as follows:

Fiscal Year Fiscal Year Twelve Months Ten Months
Ended Ended Ended Ended
September 30, September 30, September 30, Septemnber 30,
(Dollars in mitlions) 2004 2003 2002 2002
Pre-tax ltems:
Net Revenues
CMS claims resolution $ - $ (3) $ - $ -
Litigation charge - - 250 250
Special charges 6 9 5 4
Operating Expense
Write-off of technology asset - - 5 5
Other {Income} Expense, net
Loss on extinguishment of debt 6 16 - -
Net realized capital {(gains) losses and impairments - 17 11 iR
Income Taxes:
Reversal of tax reserves and adjustments to
valuation allowance - - (32) 8)
Discontinued Operations
Items (net-of-tax):
Net realized capital (gains) losses and impairments (2) 21 30 11
Special charges - - 7 -
Loss on impairment of discontinued operations 105 51 - -
Other - - 6) (6)
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In the following sections, we provide a high level summary of our
consolidated results of operations for the periods indicated. Immediately
following each summary section is a more comprehensive discussion of
revenues and gross profit by operating company.

Fiscal Year Ended September 30, 2004 Compared to Fiscal Year
Ended September 30, 2003

Summary

Consolidated revenues of $1,829 million in 2004 increased $134 million,
or 7.9 percent, compared to $1,695 miflion in 2003. The increase in
revenue was predominantly related to the 2004 acquisitions, from which
ARl and Mediq increased Health Care rental revenues by $61 million and
$80 million, respectively, and Medig and NaviCare increased Health Care
sales by $15 million collectively. Excluding acquisitions, Health Care sales
decreased by $27 million and Heaith Care rental revenues decreased

by $7 million, but were partially offset in consolidation by the increase

in Funeral Services sales of $12 million. Health Care sales experienced
declining volumes due to product transitions, and pricing pressures
further compounded the effect of lower volumes on revenues. Funeral
Services continued to experience declining volumes due to a lower death
rate and higher cremations along with unfavorable product line mix, but
favorable price realization and cremation and product accessory growth
drove the year-over-year increase in revenues. 2003 revenues also
benefited from the resolution of outstanding claims with the Center for
Medicare and Medicaid Services (CMS} related to previously reserved
past due receivables in the amount of approximately $3 million. In

2005, Health Care sales should benefit from the 2004 new product
introductions partially offset by continued competitive pricing pressures.
Health Care rentals are expected to increase resulting from the full year
inclusion of acquired businesses plus additional capital spending. Funeral
Services revenues are expected to continue to be effected by the 2004
items previously mentioned.

Consolidated gross profit increased $23 miillion or 2.6 percent over the
prior year period, again driven by the acquisitions in Health Care rentals.
As a percentage of total revenues, consolidated gross profit margins of
49.6 percent in 2004 decreased from 52.2 percent in 2003. The lower
gross margin as a percent of revenues was driven by a mix shift from
higher margin capital products to lower margin rental products, especially
the Medig® product lines, lower volumes at both Hill-Rom and Batesville
Casket and significantly increased material costs driven by higher prices
for steel, red metals and solid woods. Excluding the acquired Medig®
product lines, gross profit margins in 2004 would have been 50.9 percent.

Interest Expense /
Investment Income

(millions of doflars)

20

) 0————\

10 O

2002 2003 2004
For the 12 Months Ended September 30,

- interest Expense =/ Investment Income

Other operating expenses increased 7.0 percent to $582 million in 2004
compared to $544 million in 2003. Other operating expenses consist

of selling, marketing, distribution and general administrative costs. The
higher expense levels were essentially due to the acquisitions of AR,
Medig and NaviCare, which added operating expenses of $41 million.
Operating expenses have also increased in 2004 as a result of higher
information technology costs associated with the continued roll-out

of our enterprise-wide technology platform, a higher foreign exchange
impact on European operating expenses, higher transportation fuel costs
and legal fees. These increases were partially offset by lower incentive
compensation expense of $46 million in 2004 versus 2003 driven by the
results falling short of our targeted incentive levels, as well as realized
compensation and benefit savings associated with the third quarter 2003
Hill-Rom business realignment. in the fourth quarter of 2003, a pension
curtailment charge of approximately $3.5 million was recognized related
to a previously announced pension choice program. As a percentage of
revenues, operating expenses decreased to 31.8 percent in 2004 from
32.1 percent in 2003 as a result of the additional revenues and synergies
from acquired companies, and the lower compensation expense
discussed above. In 2005, other operating expenses are expected to
increase resulting from a full year of acquired business expenses, a
higher level of information technology expenses and an increase in
incentive compensation expense. As in 2004, incentive compensation
will depend on financial results in 2005. These increases are expected

to be partially offset with continued synergies achieved from acquisition
integrations and lower compensation and benefit savings associated with
the 2003 and 2004 Hill-Rom restructuring activities.

Special charges were recognized in both the 2004 and 2003 reporting
periods. In 2004, a net special charge of $6 million was recorded related
to restructuring charges at Hill-Rom. In the third quarter of 2003, a charge
of $9 million was recorded related to severance and benefit-related costs
associated with a new business structure at Hill-Rom.

Other Income and Expense

Fiscal Year Fiscal Year
Ended Ended
September 30, September 30,

(Dolfars in milfions) 2004 2003 % Change
Interest expense $ (15) $ (19 211
Investment income 9 9 -
Loss on extinguishment

of debt (6) (16) 62.5
Other - (26) 100.0
Other Income

(Expense), Net $ (12 $ (52 76.9

Interest expense decreased $4 million to $15 million in 2004 compared
to $19 million in 2003. This decrease resulted from debt actions taken
during the 2003 and 2004 fiscal years. We repurchased $157 million of
debt, with interest rates ranging from 6.75 percent to 8.5 percent in the
fourth quarter of fiscal 2003, followed by the repurchase of an additional
$47 million in the third quarter of 2004. in July 2004, we issued $250
miilion of 4.5 percent debentures. The debt repurchases described above
resulted in charges for the extinguishment of debt of $6 million in 2004
and $16 million in 2003, primarily resulting from premiums paid on the
repurchases, partially offset by recognition of a portion of the deferred
gains resulting from the termination of certain interest rate swaps in
2003 on the associated debt. Other expenses decreased year-over-year,
primarily resulting from other investment write-downs in 2003, and the
investment losses generated by the private equity limited partnerships
retained upon the sale of Forethought.
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Income tax expense of $120 million was recognized in 2004 compared to
income tax expense of $99 million in 2003. The effective tax rate for 2004
approximated 38.9 percent while in 2003 the tax rate approximated 35.4
percent. The increase in 2004 resulted in part from the establishment of
valuation allowances on deferred tax assets due to both continued losses
in France and capital losses realized from the divestitures. This increase
was also due to additional accruals related to audit activity by the Internal
Revenue Service and various states. These were partially offset with

the benefit from a strategy to restructure the French operations and the
recognition of a related deferred tax asset. The 2003 rate included the
effect of a valuation allowance of approximately $4 million provided in

the fourth quarter. The allowance was provided in response to concerns
regarding the utilization of certain foreign deferred tax assets resulting
from continued deterioration in operating results and generally weak
economic conditions in certain foreign tax jurisdictions. Excluding the
effect of this valuation allowance, the effective income tax rate for 2003
would have approximated 34 percent.

Income from continuing operations increased in 2004 to $188 million, or
$3.00 per diluted share, compared to $181 million, or $2.90 per diluted
share in 2003. The increase related to the decrease in other income and
expense partially offset by the increase in income tax expense in 2004.
Considering the effect of the pre-tax items outlined in the table of unusual
items, income from continuing operations was adversely impacted by
$12 million in 2004 and $38 million in 2003.

In February 2004, we entered into a definitive agreement for the sale

of Forethought. At that time an impairment on discontinued operations
of $109 million, net of a $20 million income tax benefit, was recorded
based on the terms of the deal and subsequently in the fourth quarter
the net loss was adjusted to $102 million. These closing adjustments
resulted primarily from the increase in proceeds related to the increase
in the statutory adjusted book value of Forethought, partially offset

by additional acquisition costs. In September 2003, we entered into a
definitive agreement to sell the piped-medical gas business of Hill-Rom.
Also in September 2003, we announced an agreement to sell the Air-
Shields infant care business of Hill-Rom. The sales of the piped-medical
gas business, the infant care business and the Forethought business
were completed in October 2003, June 2004, and July 2004, respectively.

As a result of these divestitures, and in accordance with Statement of
Financial Accounting Standards (SFAS) No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets”, we have reported these
businesses as discontinued operations for all years presented. The
results from discontinued operations reflect a net loss of $78 million in
2004 compared to a net loss of $43 million in the prior year. The loss

in 2004 included the $102 million loss on impairment of discontinued
operations related to Forethought. This loss was partially offset by
income from operations at Forethought of $20 million, which increased
from the prior year due to an improvement in net capital gains and losses
recognized at Forethought. The loss was also impacted by $3 million in
purchase price adjustments and additional fees associated with the close
of the divestitures of the infant icare and piped-medical gas businesses.
The loss in 2003 included an estimated pre-tax impairment loss on the
disposal of the two Hill-Rom businesses of $50 million, along with a $1
million income tax provision on the disposal resulting from the book and
tax basis differentials associated with the businesses and our inability to
readily utilize the capital losses expected to be generated as a result of
the divestitures. The loss on disposal associated with the transactions
was related to $72 million of goodwill specifically assigned to the carrying
value of the respective Hill-Rom businesses (See Note 3 to Consolidated
Financial Statements).
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Operating Company Results of Operations
Health Care
Fiscal Year Fiscal Year
Ended Ended
September 30, September 30,
(Doflars in millions) 2004 2003 % Change
Revenues:
Health Care sales $ 737 $ 749 (1.6)
Health Care rentals $ 452 $ 318 421
Cost of revenues:
Health Care sales $ 382 $ 370 3.2
Health Care rentals $ 249 $ 161 54.7
Gross profit:
Health Care sales $ 355 $ 379 (6.3)
% of revenues 48.2% 50.6%
Health Care rentals $ 203 $ 157 29.3
% of revenues 44.9% 49.4%

Health Care Sales

Health Care sales decreased $12 million in 2004 compared to 2003. In
Americas/Asia Pacific, revenues were lower by $35 miilion, driven by
the impact of lower volumes of $34 million and unfavorable pricing of
$16 million, partially offset by the favorable impact of the current year
acquisitions of Mediq and NaviCare of $15 million. EMEA revenues
increased $23 million due to favorable effects of exchange rates of $15
millien and higher volumes.

In Americas/Asia Pacific, iower patient platform volumes partially resuited
from market delays in customer orders caused by the second quarter
2004 introduction of the VersaCare™ bed platform, which replaced our
largest selling Advanta™ platform with a more feature-rich product.

The patient platform order trends are improving and the backlog as of
September 30, 2004 was 13 percent above prior year.

In addition to the disruptions resulting from the introduction of the
VersaCare™ platform, we also believe our platform revenues have been
negatively impacted by competition across the product range, particularly
in the lower price range product lines. This is specifically the product
range in which the CareAssist™ bed, which was also launched during the
second quarter of 2004, competes.




In our non-patient platform product offerings, we experienced lower
volumes as a result of non-differentiated products and sales constraints
as a result of the focus and prioritization of the new bed platform
launches. In the third quarter, we introduced new headwall architectural
products and completed a new furniture supply agreement which was
launched in the fourth quarter of fiscal 2004. During the fourth quarter
we also added sales personnel to further accelerate the sales of recently
introduced products.

EMEA results increased from favorable foreign exchange mentioned
above and increased volumes of approximately $9 million resulting from
the relaunch of the new AvantGuard™ bed platform. Higher revenues
were experienced in all major European markets, with the exception of
Germany and Austria. The Middle East and Africa revenues declined $3
miltion from the prior year.

Gross profit from Health Care sales decreased $24 million from the prior
year. As a percentage of sales, gross profit was 48.2 percent in 2004
compared to 50.6 percent in 2003. The decrease in gross profit dollars
was primarily associated with lower volumes, along with a general
decline in margin rates compared to prior year, partially offset by a $4
million increase resulting from the favorable effects of exchange rates.
Contributing to the decline in margin rates were continued pricing
pressures, cost pressures in raw material pricing, inflationary wage and
benefit expenses, and unfavorable product mix. The mix of European
revenues to total revenues was aiso higher in 2004 than in the prior year,
negatively impacting overall margin rates, as European sales generate
lower margin rates.

Health Care Rentals

Health Care rental revenue increased $134 million. The overall increase in
rental revenue was attributable primarily to the ARI and Mediq acquisitions
made during the first two quarters of 2004. ARI increased rental revenues
by $61 million, while Mediq contributed $80 million. Excluding the impact
of recent acquisitions, the core rental business revenues in Americas/Asia
Pacific were down nearly $9 million compared to the prior year period due
to lower units in use of approximately $6 million and lower pricing of $3
million. Units in use were down in the wound business segment, primarily
in low-end units that experienced increased competition and a shift from
rental to purchase, and the pulmonary market segment, resulting from

a shift toward purchase of pulmonary units, partially offset by increased
units in the bariatric area. EMEA rental revenues were up $2 million, driven
by favorable effects of exchange rates amounting to $4 million partially
offset by lower units in use.

Health Care rentai gross profit increased $46 million in 2004. The increase
in gross profit dollars was attributable to the acquisitions of AR| and
Mediqg, which contributed a combined $54 million to the improvement.
Excluding acquisitions, the core business declined nearly $8 million

due to lower volumes and pricing, partially offset by an approximate $1
million increase resulting from the favorable effects of exchange rates.
As a percentage of sales, gross profit was 44.9 percent of revenues in
2004 compared to 49.4 percent of revenues in the prior year. Margin

rate declines resulted from higher sales and service costs on lower core
volumes and the lower margin rates of the acquired Medig® product
lines. Only partially offsetting the impact of these items was the generally
higher margin rates experienced at ARI.

Health Care Operating Profit

Health Care sales and rentals combined for an operating profit of $173
million in 2004, which was a $22 million decline from an operating

profit of $195 million in 2003. The primary driver for the decrease in
operating profit was higher operating expenses, which increased by $48
million. The acquisitions of ARI, Mediq and NaviCare added operating
expenses of approximately $41 million. Related integration costs totaled

approximately $6 million for 2004. In addition, operating expenses
increased as a result of higher information technology depreciation costs
and distribution fuel costs. These increases were partially offset by a
reduction of approximately 400 core business positions (excluding the
impact of acquisitions) resulting from the Hill-Rom business restructuring
in the third quarter of 2003, decreased incentive compensation expense
and favorable selling commissions. In addition, an increase in gross profit
was provided by the acquisitions of ARl and Mediq.

Health Care operating results in 2004 included net special charges of $6
million primarily related to severance and benefit-related costs associated
with a restructuring announced in the fourth quarter 2004, as previously
discussed. In 2003, Health Care operating results included a special
charge of $3 miilion related to severance and benefit-related costs
associated with the new business structure previously discussed. This
charge was partially offset by the resolution of outstanding claims with
CMS of approximately $3 million.

Funeral Services

Fiscal Year Fiscal Year
Ended Ended
September 30, September 30,
(Doltars in millions) 2004 2003 % Change
Funeral Services
Revenues $ 640 $ 628 1.9
Cost of Revenues $ 290 $ 279 39
Gross profit $ 350 $ 348 0.3
% of revenues 54.7% 55.6%
Funeral Services
(miflions of doliars)
750 60.0%
600 — ] 58.0%
450 56.0%
N J
300 re 54.0%
150 52.0%
0 50.0%
2002 2003 2004

For the 12 Months Ended September 30,

73 Revenue  —p= Gross Margin

Funeral Services product sales increased $12 million. Favorable price
realization (that is, net revenues after discounts) of $22 million and
increased cremations products and other miscellaneous product
accessory revenues of $6 million were partially offset by a 2 percent or $6
million decline in burial volume, along with $10 million in less favorable
mix within product lines reflecting the continuing broad industry-wide
downward mix trend. We believe the decline in volume is primarily
attributable to a soft market due to lower death rates as indicated by
preliminary Center for Disease Control (CDC) death estimates along with
the gradual year-over-year estimated increase in cremations.
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Funeral Services gross profit' was essentially flat. The decrease in margin
as a percent of revenue was due to lower burial volumes, significantly
higher material costs associated with steel, red metal and solid wood, a
gradual product mix shift o products carrying lower margin percentages,
increased fixed manufacturing costs, initial inefficiencies associated with
expanding our manufacturing capabilities in Mexico and higher benefit and
insurance costs. These were partially offset by improved price realization
and a reduction of other variable manufacturing costs. Gross profit
percentages are exclusive of distribution costs of $86 million, up from $85
million in the prior year period, but approximately 13.5 percent of revenues
in each year, Despite the decline in volume, distribution costs increased
slightly due primarily to increased fue! costs of approximately $1 million.
Such costs are included in Other operating expenses for all periods.

Funeral Services operating profit of $186 million in 2004 increased $4
million. This slight year-over-year increase was driven by favorable price
realization, manufacturing and production cost productivity improvements
and decreased operating expenses due primarily to lower incentive
compensation expense and lower bad debt expense resulting from the
2003 bankruptcy by one of our customers. These favorable items were
almost entirely offset by the lower burial volume, unfavorable product
line mix, higher material costs driven by significant commodity price
increases and higher operating expenses for customer visitation, ERP
amortization, new product development, fuel and legal costs for labor
negotiations.

Fiscal Year Ended September 30, 2003 Compared to Twelve Months
Ended September 30, 2002

Summary

Consolidated revenues of $1,695 million in 2003 decreased $41 million
compared to $1,736 million in 2002. The decline in revenue was due,

in part, to the impact of the change in fiscal year-end to September 30
from the Saturday nearest November 30 of each year. This change in
year-end had an adverse impact on the comparison of sales volume

to the prior year, as we had record monthly revenues in November
2001. Also contributing to the revenue decline was the inclusion of

an additional month of sales for certain foreign operations in 2002 as
Hill-Rom discontinued consolidating such operations on a one-month
fag in September 2002. This change benefited 2002 revenues by nearly
$17 million. Partially offsetting the decline in revenues were favorable
movements in foreign currency exchange rates of approximately $24
million. 2003 revenues also benefited from the resolution of outstanding
claims with the Center for Medicare and Medicaid Services (CMS)
related to previously reservedipast due receivables in the amount of
approximately $3 million.

Consolidated gross profit was fiat in 2003 compared 1o the twelve
months ended September 30, 2002. As a percentage of total revenues,
consolidated gross profit margins of 52.2 percent in 2003 increased from
51.0 percent in the twelve months ended September 30, 2002 resulting
from favorable price realization on funeral service revenues and improved
manufacturing efficiencies.

Other operating expenses decreased 7.0 percent to $544 million in

2003 compared to $585 million in 2002. As a percentage of revenues,
operating expenses decreased to 32.1 percent in 2003 from 33.7 percent
in 2002. In the fourth quarter of 2003, a pension curtailment charge

of approximately $3.5 million was recognized related to a previously
announced pension choice program. Other operating expenses consist
of selling, marketing, distribution and general administrative costs. The
decrease in operating expenses is primarily attributable to lower incentive
compensation, legal and selling-related expenses. The decreased

legal expenses are associated primarily with the Kinetic Concepts, Inc.
(KC) antitrust litigation, which'was settled in December 2002. These
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decreases were partially offset by increased engineering and product
development spending of $10 million in accordance with our business
plan and strategy. In addition, a fourth quarter 2002 operating expense
charge of $5 million was recognized related to the write-off of a separate
technology asset with no continuing value at Hill-Rom.

Special charges were recognized in both the 2003 and 2002 reporting
periods. In the third quarter of 2003, a charge of $9 million was recorded
related to severance and benefit-related costs associated with the new
business structure at Hill-Rom. In 2002, a net special charge of $5 million
was recorded related to continued streamlining efforts at all Hillenbrand
companies. Also affecting operating results in 2002 was the $250 miilion,
$158 million net-of-tax, KCI antitrust litigation charge.

Other Income and Expense

Fiscal Year Twelve Months
Ended Ended

September 30, September 30,
(Dollars in miliions) 2003 2002 % Change
Interest expense 3 (19) $ (18) (5.6)
Investment income 9 12 (25.0)
Loss on extinguishment

of debt (16) - N/A

Qther (26) (21) (23.8)
QOther Income (Expense), Net § (52) $ (@7 92.6)

Interest expense increased $1 million to $19 million in 2003 compared

to $18 million in 2002. This increase was primarily related to the
amortization of debt issuance costs and other expenses associated with
our revolving credit facilities and related amendments. We continued to
realize the benefits of interest rate swaps that converted $150 million

of long-term debt from fixed to variable interest rates as a result of

the favorable interest rate environment. In late June 2003, one of the
interest rate swaps was terminated, with the remaining two swaps being
terminated in July 2003. Investment income of $9 million declined from
$12 million in 2002, as a result of lower cash and cash equivalents and
the lower interest rate environment. The lower cash and cash equivalents
related primarily to the $175 million, $111 million net-of-tax, payment
made in January 2003 agsociated with the KCl settlement. As previously
mentioned, we incurred a charge in Other expense of approximately $16
million in conjunction with the completion of a bond tender offer in the
fourth quarter of 2003, which resulted in the retirement of approximately
$157 million of our long-term debt. This charge was composed primarily
of the premium paid to repurchase the outstanding bonds, partially offset
by recognition of a portion of the gain associated with the termination

of the interest rate swaps. Other expenses increased year-over-year,
primarily resulting from other investment write-downs and the investment
losses generated by the private equity limited partnerships that we
retained upon the sale of Forethought.

Income tax expense of $99 million was recognized in 2003 compared

to an income tax benefit of $37 million in 2002. The effective tax rate

for 2003 approximated 35.4 percent. This rate included the effect of a
valuation allowance of approximately $4 million provided in the fourth
quarter. The allowance was provided in response to concerns regarding
the utilization of certain foreign deferred tax assets resulting from
continued deterioration in operating results and generally weak economic
conditions in certain foreign tax jurisdictions. Excluding the effect of this
valuation allowance, the effective income tax rate for 2003 would have
approximated 34 percent. The tax benefit in 2002 resulted from the loss
recognized in 2002, resulting from the $250 million KCI antitrust litigation
charge, and the release of approximately $32 million of previously
provided tax reserves. These reserves were released as a result of the
resolution of certain domestic and foreign tax matters. Excluding the
impact of the prior year KCI antitrust litigation charge and the release of
tax reserves, the effective tax rate in 2002 would have approximated 32.1
percent.




Income from continuing operations increased in 2003 to $181 million, or
$2.90 on a diluted earnings per share basis, compared to $56 million, ot
$0.90 on a diluted earnings per share basis in 2002. The increase related
primarily to the KCI litigation charge of $250 million, $158 million net-of-
tax, taken in 2002. In addition, 2003 income was adversely impacted by a
charge of $16 million, $11 million net-of-tax, in Other expense associated
with the completion of a bond tender offer. Considering the effect of

the pre-tax items outlined in the table of unusual items, income from
continuing operations was adversely impacted by $39 million in 2003
and $271 million in 2002. Income in 2002 was favorably impacted by the
release of approximately $32 million of previously provided tax reserves.

We have reported divested businesses as discontinued operations for

all years presented. The results from discontinued operations reflect

a net loss of $43 million in 2008 compared to a net loss of $12 million

in the prior year. The loss in 2003 included an estimated pre-tax loss

on the disposal of the piped-medical gas and infant care businesses

of Hill-Rom of $50 million, along with a $1 million income tax provision
on the disposal resulting from the book and tax basis differentials
associated with the businesses and our inability to readily utilize the
capital losses expected to be generated as a result of the divestitures.
The loss on disposal associated with the transactions is related to

$72 million of goodwill specifically assigned to the carrying value

of the respective businesses (See Note 3 to Consolidated Financial
Statements). This loss was recorded as a non-cash reduction of goodwill
within the Consolidated Balance Sheet, with the remaining $22 million of
goodwill assigned to the businesses included in Assets of Discontinued
Operations. The loss in 2003 also included Forethought net capital
losses of $21 million compared to $30 miltion in 2002. The 2003 disposai
loss was partially offset by the decrease in net capital losses and
Forethought’s improvements in the underwriting business and increased
investment income.

Operating Company Results of Operations

Health Care
Fiscal Year Twelve Months
Ended Ended
September 30, September 30,
{Dolars in millions) 2003 2002 % Change
Revenues:
Health Care sales $ 749 $ 787 (4.8)
Health Care rentals $ 318 $ 328 (3.0)
Cost of revenues:
Health Care sales $ 370 $ 393 (5.9)
Health Care rentals $ 161 $ 172 6.4)
Gross profit:
Health Care sales $ 379 $ 394 (3.8)
% of revenues 50.6% 50.1%
Health Care rentals $ 157 $ 156 0.6
% of revenues 49.4% 47.6%

Health Care Sales

Health Care sales decreased $38 million, or 4.8 percent, in 2003, to $749

million from $787 million in 2002. As briefly outlined above, the decline

in revenues related primarily to lower volumes of approximately $55
million, due in part to the change in year-end to September 30, and the
inclusion of a 13th month of sales in 2002 for certain foreign operations
which increased capital sales an estimated $15 million. During the fourth
guarter of 2002 we discontinued consolidating such operations on a one-
month lag basis. The lower volumes included a year-over-year decline in
North American sales of $27 million, primarily associated with long-

term care, maternal care and architectural products, along with general
declines in European volume levels in select markets of $31 million,

most notably in France and Germany. Pricing pressures also negatively
impacted revenues by approximately $3 million in 2003. These declines in
revenue were partially offset by the favorable impacts of foreign currency
movements of approximately $20 million.

Gross profit from Health Care sales decreased to $379 million in 2003
from $394 million in the prior year, a decrease of 3.8 percent. As a
percentage of sales, gross profit was 50.6 percent in 2003 compared to
50.1 percent in 2002. The decrease in gross profit dollars was primarily
associated with lower volumes, due in part to the change in fiscal year-
end as discussed above. Lower volumes contributed to approximately
$25 million of the decline in gross profit. Also contributing to the decline
were continued pricing pressures in low- to mid-range product offerings.
Lower costs resulting from continuing quality initiatives and improved
manufacturing efficiencies resulted in the overall improvement in gross
profit as a percentage of sales.

Health Care Rentals

Health Care rental revenue decreased $10 million, or 3.0 percent, to $318
million in 2003 compared to $328 million in 2002. Negative experience

in terms of realized rate of $13 million, most notably in home care

where prior year revenues were favorably impacted by the collection of
certain previously reserved receivables, was a key driver of the decline.
This negative experience in realized rate was net of the resolution of
outstanding claims of approximately $3 million with CMS related to
previously reserved past due receivables. The other key driver for the
decline in revenue was lower volume of $16 million. The additional month
of revenues in 2002 for certain foreign operations also had a negative
impact on the year-over-year rental revenue comparison of approximately
$2 million. Offsetting these decreases was favorable product mix of $14
million, resulting primarily from the planned transition from the Efica to
the TotalCare rental solution. Foreign currency movements also favorably
impacted revenue by nearly $4 million.

Health Care rental gross profit remained relatively flat in 2003. As a
percentage of sales, gross profit was 49.4 percent of revenues in 2003
compared to 47.6 percent of revenues in the prior year. The improvement
in gross profit margin was attributable to continued improvements

in overall field service and selling costs and the fiscal fourth quarter
resolution of outstanding claims of approximately $3 million with CMS
previously discussed, partially offset by the negative effect of higher
specific product warranties in 2003 than in 2002. Lower realized rate,
most notably in home care where the prior year included collections
on receivables previously written off, along with lower volumes partially
offset the gross profit improvement.

Health Care Operating Profit

Health Care operating profit of $195 million in 2003 improved from an
operating loss of $76 million in 2002. The primary driver for the increase
in operating profit was the prior year $250 million KCI antitrust litigation
charge previously mentioned. Also contributing to the increase were
lower operating expenses, which decreased by $46 million, primarily
related to decreased incentive compensation, legal, bad debt and selling-
related costs. Partially offsetting the improvement in operating expenses
was the decline in Health Care sales gross profit, primarily the result of
lower volumes and continued pricing pressures, which more than offset
the impact of other efficiencies and the overall improvement in gross
margin rates as a percentage of sales.

Health Care operating results in 2003 included a special charge of $9
million related to severance and benefit-related costs associated with the
new business structure previously discussed. This charge was partially
offset by the resolution of outstanding claims with CMS of approximately
$3 million. Operating results in 2002 were impacted by the KCl antitrust
litigation charge of $250 million, net special charge activity of essentially
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zero and a fourth quarter operating expense charge related to the
write-off of a separate technology asset of approximately $5 million.
During 2002, a realignment action in Germany was essentially offset
by the reversal of prior special charge provisions in excess of actual
requirements.

Funeral Services

Fiscal Year Twelve Months
Ended Ended
September 30, September 30,
(Dollars in millions) 2003 2002 % Change
Funeral Services
Revenues $ 628 $ 621 1.1
Cost of Revenues $ 279 $ 285 2.1
Gross profit $ 349 $ 336 3.9
% of revenues 55.6% 54.1%

Funeral Services product sales increased $7 million to $628 million in
2003 from $621 million in 2002, Favorable price realization (that is, net
revenues after discounts) of $24 million and increased revenue from
cremation products and other miscellaneous product accessory revenues
of $6 million were partially offset by a decline in volume of nearly 5
percent across virtually all product lines along with a slightly unfavorable
product mix. The decline in volume was attributable to continued

lower death rates, an estimated one-point increase in cremation rates
and management’s decision to exit some unprofitable product lines in
Canada.

Funeral Services gross profit increased 3.9 percent from $336 million,

or 54.1 percent of revenue, in 2002 to $349 million, or 55.6 percent of
revenue, in 2003. This increase was due to improved price realization,
continued efficiencies in manufacturing and production costs, savings
on purchased materials related to strategic sourcing efforts and lower
inventory provisions related to:excess, obsolete and discontinued
product lines than in the prior year. These benefits were partially offset by
lower volumes across essentiglly all product lines, expected inefficiencies
due to the introduction of a new product line at one of our plants and
increased steel prices resulting from the tariffs imposed by the U.S.
government on steel imports in 2002. Gross profit percentages are
exclusive of distribution costs of $85 million, up from $84 million in the
prior year period, but approximately 13.5 percent of revenues in each
year. Such costs are included in Other operating expenses for all periods.

Funeral Services operating profit of $182 million in 2003 increased 7.8
percent as a result of favorable price realization, continued efficiencies in
manufacturing and production:costs and savings on purchased materials
related to strategic sourcing efforts. These benefits were partially offset
by lower volumes of nearly 5 percent across essentially all product lines,
expected inefficiencies due to the introduction of a new product line at
one of our plants and increased steel prices resulting from the tariffs
enacted in the prior year. Operating expenses increased $4 million from
the prior year, resulting from an increase in uncollectible accounts, higher
costs related to investments in new product development, increased
distribution costs related to higher fuel costs and amortization expense
resulting from the acquisition ¢f the Marsellus intellectual property in
2003. Offsetting the increases in operating expenses were fower selling
costs driven by the lower burial volumes. In 2002, Batesville Casket
incurred special charges of $4 million, related to the closure of a wood
casket manufacturing plant in Canada and an employee reduction action
in the United States.
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Fiscal Year Ended September 30, 2003 Compared to Ten Months
Ended September 30, 2002

Fiscal Year Ended Ten Months Ended

September 30, % of September 30, % of
(Doflars in miltions) 2003 Revenues 2002 Revenues
Net revenues $ 1,695 100.0 $ 1,393 100.0
Gross profit 885 52.2 7086 50.7
Operating expenses 544 321 485 34.8
Operating profit/(loss) 332 19.6 (33 2.3)

Summary

Consolidated revenues for the fiscal year ended September 30, 2003
totaled $1,695 million compared to $1,393 million for the ten months
ended September 30, 2002. Giving consideration to the different time
periods, overall revenues were somewhat higher in 2003 as a result of
stronger Health Care and Funeral Services sales. Benefiting overall Health
Care sales were favorable movements in foreign currency exchange
rates of approximately $24 million. Offsetting the Health Care sales
improvement was nearly $17 million of additional revenue recorded

in 2002 as a result of the inclusion of an additional month of sales for
certain foreign operations as Hill-Rom discontinued consolidating such
operations on a one-month lag basis in September 2002. 2003 revenues
also benefited from the resolution of outstanding claims with the Center
for Medicare and Medicaid Services (CMS) related to previously reserved
past due receivables in the amount of approximately $3 million.

Consolidated gross profit increased to $885 million in 2003. As a
percentage of total revenues, consolidated gross profit margins of 52.2
percent in 2003 increased from 50.7 percent in the ten months ended
September 30, 2002, resulting primarily from favorable price realization in
Funeral Services, lower costs resulting from continued quality initiatives
and improved manufacturing efficiencies.

Other operating expenses decreased to 32.1 percent of revenues for
fiscal year 2003 compared to 34.8 percent of revenues for the ten
months ended September 30, 2002. In the fourth quarter of 2003, a
pension curtailment charge of approximately $3.5 million was recognized
related to a previously announced pension choice program. Other
operating expenses consist of selling, marketing, distribution and
general administrative costs. The decrease in operating expenses as

a percentage of revenues is consistent with the explanation previously
provided in the comparison of twelve-month results for September 30,
20083 and 2002. Operating results for the fiscal year ended September 30,
2003 included net capital losses and impairment charges of $17 million
generated by the private equity limited partnerships retained upon the
sale of Forethought compared to $11 million in 2002. Operating results in
2002 were negatively impacted by a $5 million operating expense charge
related to the write-off of a separate technology asset with no continuing
value at Hill-Rom.

Operating results in 2003 also included a special charge of $9 million
related to severance and benefit-related costs associated with the new
business structure at Hill-Rom. Operating results in 2002 included the
$250 million KCI antitrust litigation charge and a net special charge

of $4 million. The net special charge was associated primarily with a
realignment action by Hill-Rom in Germany and the closure of a wood
casket manufacturing plant in Canada and other employee reduction
actions in the United States by Batesville Casket. These charges were
partially offset by the reversal of prior special charge provisions in excess
of actual requirements at Hill-Rom.

An operating profit of $332 million, or 19.6 percent of revenues, was
recognized for the 20083 fiscal year, compared tc an operating loss of
$33 million for the ten months ended September 30, 2002. The 2002
operating loss was primarily attributable to the $250 million KCl antitrust
litigation charge previously discussed. The improvement in operating




profit as a percentage of revenues over 2002, in addition to the impact
of the KCl litigation charge, related to both higher gross profit margins,
which increased 153 basis points, and lower operating expenses as a
percentage of revenues. The improved gross profit margins resulted from
improved product mix, primarily in Health Care rentals, price realization
in Funera! Services sales and the benefits of cost reduction and
realignment efforts throughout the Company. Lower operating expenses
as a percentage of revenues resulted predominantly from lower incentive
compensation, legal and selling-related expenses. The inciusion of an
additional month of activity for certain foreign operations of Hill-Rom had
a minimal impact on 2002 operating income.

Other Income and Expense

Fiscal Year Ended Ten Months Ended
September 30, % of September 30, % of

(Dollars in miflions) 2003 Revenues 2002 Revenues
Interest expense $ (19 (1.1) $ (14 (1.0)
Investment income 9 0.5 9 0.6
Loss on extinguishment

of debt (16) (1.0 - -
Other (26) (1.5 (17 (1.2)
Other Income

(Expense), Net $ (52 (3.1) 3 (22 (1.6)

Interest expense increased in fiscal year 2003 compared to the ten
months ended September 30, 2002 as a result of the amortization of debt
issuance costs and other expenses associated with our revolving credit
facilities and related amendments and the additional two months in 2003.
Investment income in 2003 was essentially unchanged compared to the
ten months ended September 30, 2002, as the additional two months of
income were offset by the effects of lower cash and cash equivalents and
the lower interest rate environment. We also recognized a $16 million
charge in Other expense related to the completion of a bond tender offer
in the fourth quarter of 2003 as previously discussed. Other expenses
increased year-over-year, primarily as a result of other investment write-
downs in 2003 and the investment losses generated by the private equity
limited partnerships retained upon the sale of Forethought.

The effective income tax rate on income from continuing operations

for fiscal year 2003 was approximately 35.4 percent compared to 68.6
percent for the ten months ended September 30, 2002. The effective

tax rate for 2003 included the effect of a valuation allowance of
approximately $4 million provided in the fourth quarter. The allowance
was provided in response to concerns regarding the utilization of certain
foreign deferred tax assets resulting from continued deterioration in
operating results and generally weak economic conditions in certain
foreign tax jurisdictions. Excluding the effect of this valuation allowance,
the effective tax rate for 2003 would have approximated 34 percent.
Income taxes in 2002 were favorably impacted by the release of
previously provided tax reserves associated with the resolution of certain
domestic and foreign tax matters. The release of these reserves benefited
income taxes by $6 million in 2002. Excluding the impact of the KCI
antitrust litigation charge and the release of these reserves, the effective
tax rate in 2002 would have approximated 31.5 percent.

income from continuing operations of $181 million was recognized in
2003 compared to a net loss of $17 million in 2002. The increase in
income was related primarily to the KCI antitrust litigation charge of $250
million, $158 million net-of-tax, along with the 2002 period including only
ten months.

The results from discontinued operations reflected a net loss of $43
million in 2003 compared to income of $7 million for the ten months
ended September 30, 2002. The loss in 2003 included an estimated
pre-tax impairment loss on the disposal of the infant care and piped-
medical gas businesses of $50 million, along with a $1 million income

tax provision on the disposal resulting from the bock and tax basis
differentials associated with the businesses and our inability to readily
utilize the capital losses expected to be generated as a result of the
divestitures. At Forethought, 2003 operating losses increased in
comparison to the ten months ended September 30, 2002. Improvements
in the underwriting business and increased investment income were
not sufficient to fully offset the negative effects of the higher net capital
losses and impairments of $21 million and higher operating expenses.
The reported income for 2002 included a favorable patent litigation
settlement that accounted for approximately three-quarters of the
reported income for the year.

Operating Company Results of Operations

Health Care
Fiscal Year Ten Months
Ended Ended
September 30, September 30,
(Dollars in miflions) 2003 2002 % Change
Revenues:
Health Care sales $ 749 $ 615 21.8
Health Care rentals $ 318 $ 268 18.7
Cost of revenues:
Health Care sales $ 370 $ 31 19.0
Health Care rentals $ 181 $ 1M 14.2
Gross profit:
Health Care sales $ 379 $ 304 247
% of revenues 50.6% 49.4%
Health Care rentals $ 157 $ 127 23.6
% of revenues 49.4% 47.4%

Health Care Sales

Health Care sales for the fiscal year ended September 30, 2003 were
$743 million compared to $615 million for the ten months ended
September 30, 2002. This increase in revenue resulted primarily from
the different time periods and the favorable impacts of foreign currency
movements. Negatively impacting the revenue comparison was the
inclusion of an extra month of sales in 2002 for certain foreign operations,
with an estimated impact of $15 million on capital sales. North American
sales volumes in the comparable portion of each reporting period
demonstrated some improvement, but this was generally offset by
declines in European volumes. Downward pricing pressure on low- to
mid-range product offerings also negatively impacted Health Care sales.

Gross profit for Health Care sales increased to 50.6 percent of revenues
for fiscal year 2003 compared to 49.4 percent of revenues for the

ten months ended September 30, 2002. The increase in gross profit
percentage was due primarily to lower costs resulting from continuing
quality initiatives and improved manufacturing efficiencies.

Health Care Rentals

Health Care rental revenues were $318 million for fiscal year 2003
compared to $268 million for the ten months ended September 30, 2002.
The additional two months of rental revenue combined with favorable
foreign currency movements and favorable product mix drove the
increase. This was offset by generally lower units in use and lower rate
realization for most product lines, which put added pressure on rental
revenues. The extra month of sales in 2002 for certain foreign operations
previously mentioned increased 2002 Health Care rental revenues by
approximately $2 million.
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Health Care rental gross profit increased to 49.4 percent of revenues for
fiscal year 2003 compared t0:47.4 percent of revenues for the ten months
ended September 30, 2002. The improvement in gross profit percentage
was attributable to continued improvements in overall field service and
selling costs and the fiscal fourth quarter resolution of approximately $3
miflion of past due and fully réserved receivables with CMS previously
discussed, partially offset by the negative effect of higher product
warranties in 2003. Lower realized rate, most notably in home care, where
the prior year included collections on receivables previously written off,
along with lower volumes partially offset the gross profit improvement.

Health Care Operating Profit

Health Care operating profit of $195 million in 2003 increased from an
operating loss of $136 million for the ten months ended September

30, 2002 primarily as a result of the $250 million KCI antitrust litigation
charge included in 2002 and the difference in the length of the time
periods under comparison. The improvement in operating profit was also
favorably impacted by the increased gross profit margins for both Health
Care sales and Health Care rentals and the decline in operating expenses
as a percentage of revenues, as previously discussed.

Health Care operating results for fiscal year 2003 included a $9 million
special charge related to severance and benefit-related costs associated
with the new business structure at Hill-Rom. This was partially offset

by the resolution of outstanding claims with CMS of approximately

$3 million. For the ten months ended September 30, 2002, operating
results included the $250 million KCI antitrust litigation charge and a net
special charge of $1 million as a small realignment action in Germany
was partially offset by the reversal of prior special charge provisions in
excess of actual requirements. Operating results in 2002 also included
an operating expense charge of $5 million related to the write-off of a
technology asset with no continuing value.

Funeral Services

Fiscal Year Ten Months
Ended Ended
September 30, September 30,

(Dollars in millions) 2003 2002 % Change
Funeral Services

Revenues $ 628 $ 510 23.1

Cost of Revenues $ 279 $ 235 18.7

Gross profit $ 349 $ 275 26.9

% of revenues 55.6% 53.9%

Funeral Services product sales for fiscal year 2003 were $628 million
compared to $510 million for the ten months ended September 30, 2002,
Overall, excluding the impact of different time periods, volume declines
across virtually all product lines were more than offset by improved price
realization and increased revenue from cremation products and other
miscellaneous product accessory revenues over the prior year. The
decline in volume was attributable to lower death rates, an estimated
one-percentage point increase in cremation rates and management’s
decision to exit some unprofitable product lines in Canada.

Funeral Services gross profit increased to 55.6 percent of revenues for
fiscal year 2003 compared to 53.9 percent of revenues for the ten months
ended September 30, 2002. This increase is due to favorable price
realization, continued efficiencies in manufacturing and production costs,
savings on purchased materials resulting from strategic sourcing efforts
and lower inventory provisions than in the prior year. These benefits

were partially offset by expected inefficiencies due to the introduction of
a new product line at one of the Company’s plants and increased steel
prices resulting from the tariffs enacted in the prior year. Gross profit
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percentages are exclusive of distribution costs of 13.5 percent and 13.8
percent of revenues for 2003 and 2002, respectively, which are included
in Other operating expenses.

Funeral Services operating profit as a percentage of revenue improved
nearly 175 basis points in 2003 compared to 2002, primarily as a result of
the increased gross profit margins discussed above. Operating expenses
as a percentage of revenue increased slightly, resulting from the same
factors cited in the comparison of twelve months results for September
30, 2003 and 2002. In 2002 Batesville Casket incurred a special charge of
$3 million for the closure of a wood casket manufacturing plant in Canada
along with other employee reduction actions in the United States.

LIQUIDITY AND CAPITAL RESOURCES

Fiscal Year Fiscal Year Ten Months
Ended Ended Ended
September 30, September 30, September 30,

(Dollars in millions) 2004 2003 2002
Cash Flows Provided By

(Used In):
Operating activities $ 348 $ 366 $ 318
Investing activities (492) (334) (302)
Financing activities 135 (155) (15)
Effect of exchange rate

changes on cash 1 2 1
(Decrease) Increase in Cash

and Cash Equivalents $ (8) $  (121) $ 2

Net cash flows from operating activities and selected borrowings have
represented our primary sources of funds for growth of the business,
including capital expenditures and acquisitions. We have not used any
off-balance sheet arrangements, other than routine operating leases.

Our financing agreements contain no restrictive provisions or conditions
relating to dividend payments, working capital or additional unsecured
indebtedness (except to the extent that a dividend payment or incurrence
of additional unsecured indebtedness would result in a default under our
financing agreements), but there are limitations with respect to secured
indebtedness. Our debt agreements also contain no credit rating triggers.
Credit rating changes can, however, impact the cost of borrowings under
our financing agreements.

Operating Activities

For the fiscal year ended September 30, 2004, net cash provided by
operating activities totaled $348 million compared to $366 million for the
prior year. The operating cash flow was heavily influenced by the 2004
loss on impairment of discontinued operations of $105 million, net-of-
tax, and the timing of payments made to KCI under the antitrust litigation
settlement reached in 2002. Payments of $175 million ($111 million net-
of-tax) and $75 million ($47 million net-of-tax) were made in January 2003
and December 2003, respectively. Recognition of the estimated loss on
disposal associated with the planned divestitures of the infant care and
piped-medical gas businesses of Hill-Rom in 2003 had minimal impact on
operating cash flows in the 2004 fiscal year as the majority of the charges
were accrued as of the fiscal 2003 year end.

Depreciation, amortization and the write-down of intangibles increased
to $108 million in 2004 from $75 million in 2003. The increase in
depreciation and amortization in 2004 related primarily to the acquisitions
of ARI, Medig and NaviCare during the current year. Amortization
expense also increased as a result of the continued rollout of our
enterprise-wide technology platform.

Changes in working capital decreased cash from operations. The KCI
antitrust litigation payment referred to above was the primary driver of
the decline. Accounts receivable increased over the prior year, resulting
from businesses acquired during the year and an increase in overall days
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revenues outstanding. Our Hill-Rom collection operations were recently
brought in-house, after previous management by an outside vendor, in
an effort to improve collections activity. Inventories increased from the
prior year-end as a resuit of increased raw material costs at Hill-Rom
and Batesville Casket, lower volumes and inventory build in response

to labor negotiations with the Steelworkers Union at Batesville Casket's
Batesville location, which were successfully concluded late in the fourth
quarter, and inventory build for new product roll-outs and lower volumes
at Hill-Rom. Also contributing to the decline in working capital was a
decrease in accrued incentive compensation driven by results falling
short of our targeted incentive levels, partially offset by year-over-year
salary increases. Although accounts payable increased slightly over the
prior year-end, we experienced an overall decline in the management of
accounts payable, as we acquired approximately $18 million of accounts
payable in the ARI, Mediq and NaviCare transactions. A shift in income
taxes from a receivable to a payable position and a reduction of deferred
taxes, both influenced by timing of payments related to the KCI antitrust
litigation referred to above, provided a partial offset to the decline.

Investing Activities

Net cash used in investing activities for the fiscal year ended September
30, 2004 totaled $492 miltion compared to $334 million for the fiscal
year ended September 30, 2003. Capital expenditures in both periods
included expenditures associated with our continuing efforts to move

to a single information technology platform, expenditures related to

the introduction of new products and the replacement of therapy units
in the rental fleet. Fiscal year 2004 capital expenditures also included
capital expenditures at ARI, Mediqg and NaviCare. Capital expenditures
in 2003 included the purchase by Batesville Casket of certain intellectual
property related to the former Marsellus Casket Company. The year-
over-year increase in capital expenditure related primarily to incremental
requirements for the Mediq rental business. Investing activities in 2003
also included $14 million of minority investments made throughout the
Company.

On October 17, 2003, we completed our acquisition of ARI. The purchase
price was $83 million, plus an additional $2 million of acquisition costs
incurred in relation to the transaction. This purchase price was subject

to certain working capital adjustments at the date of close not to exceed
$12 million, plus additional contingent payments not to exceed $20 million
based on ARI achieving certain net revenue targets. Upon closing, $73.3
million of the purchase price was paid to the shareholders of ARI, with an

additional $9.7 million deferred until a later date. Upon final determination
of the working capital adjustment in January 2004, an additional $11.8
million was paid to the shareholders of ARI, along with $4 million of

the originally deferred payments. The remaining deferral of $5.7 million

is outstanding and accrued in the Consolidated Balance Sheet as of
September 30, 2004. This acquisition was funded directly out of our cash
on hand. The additional payments, including the contingency payments, if
any, will be payable no later than the end of calendar 2005.

Capital Expenditures
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We completed our acquisition of Mediq on January 30, 2004.

The purchase price and related acquisition costs for Mediq were
approximately $335 million, subject to certain adjustments based upon
the Mediq balance sheet at the date of close. The amount of the working
capital adjustments and all deferred payments were accrued in the
Consolidated Balance Sheet as of September 30, 2004. The purchase
was initially funded from cash on hand and from our revolving credit
facilities. The additional payments, including the contingency payments, if
any, will be payable no later than the end of calendar 2005.

In addition, on January 30, 2004, we completed the acquisition of the
remaining 84 percent of the equity of NaviCare that we did not own for
approximately $14 million, including deferred payments of approximately
$2 million payable within one year. The purchase was funded from cash
on hand.

The divestiture of the piped-medical gas business was completed in
October 2003 with the receipt of gross proceeds of approximately $13
million. The divestiture of the infant care business was completed in
August 2004 with the receipt of gross proceeds of $31 million.

We also received approximately $105 million of cash proceeds from

the disposition of Forethought, which closed on July 1, 2004. Other
consideration from the sale of Forethought included a $92 miliion seller
note receivable, $20 million of FFS preferred stock, $1 million of FFS
stock warrants, $11 million debt service account, $6 million receivable
due at the closing of Forethought Federal Savings Bank, and the transfer
of $31 million of private equity limited partnerships. See Note 3 to the
Consolidated Financial Statements for more detail on the Forethought
divestiture.

On June 29, 2004, Forethought sold specific real estate partnerships
that were part of their investment portfolio and were criginally expected
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to be retained by Hillenbrand at closing. Forethought received $104
million in cash proceeds on the sale and recorded a capital loss on the
transaction of approximately:$7 million. The loss realized as a result of
this transaction is included in discontinued operations for the year ended
September 30, 2004. Included in the sale were mortgage loans of $54
million related to two of the real estate properties. Accordingly, the net
impact of selling these partnerships resulted in Hillenbrand receiving an
additional $50 million in cash proceeds from Forethought’s sale.

We received total cash of approximately $8 million in the acquisitions
of ARI, Mediq and NaviCare during 2004, which were reflected as a
decrease in the acquisition price on the Statements of Consolidated
Cash Flows.

Financing Activities

Net cash provided by financing activities totaled $135 million for the fiscal
year ended September 30, 2004 compared to net cash used in financing
activities of $155 million for the fiscal year ended September 30, 2003.
Cash provided by financing activities in 2004 related to borrowings on
our revolver to initially finance the Medig acquisition, and the subsequent
issuance of $250 million of 45 percent coupon senior notes in June
2004, utilized to permanently finance the Mediq acquisition described
above. This increase in cash from financing activities was partially

offset by the open market repurchase of $47 mitlion principal amount of
longer maturity, high coupon:debt in June 2004 for approximately $55
million. During the fourth quarter of 2003, we completed a tender offer to
repurchase our outstanding long-term debt, resulting in the repurchase
of $157 million of our debentures for $185 miliion. Partially offsetting the
cash paid for the bond tender was $27 million of proceeds received on
the termination of interest rate swap agreements, which were completed
in the second half of 2003.

Dividends Per Share
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Cash dividends paid increased to $67 million in 2004, compared to $62
million in 2003. Quarterly cash dividends per share were $0.27 in 2004,
$0.25 in 2003 and $0.23 in 2002. With our change in fiscal year-end to
September 30 beginning in 2002, our Board of Directors approved a one-
month dividend of $0.0767 per share, which was paid in March 2002,

QOur fong-term debt-to-capital ratio was 24.7 percent at September 30,
2004 compared to 11.8 percent at September 30, 2003. This increase
was primarily due to the $250 million debt issuance described above.
This increase was partially offset by the repurchase of $47 million of our
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debt in the third quarter of fiscal 2004 and $157 million of our debt during
the fourth quarter of fiscal 2003.

Other Liquidity Matters

As of September 30, 2004, cash and cash equivalents (excluding
investments in insurance operations) had decreased $8 million to $180
million from $188 million at September 30, 2003. As outlined above, the
primary reason for the decrease related to the acquisitions of ARI, Medig
and NaviCare during the first six months of 2004, combined with the
$75 million payment made in December 2003 as part of the December
2002 settlement of the antitrust litigation with KCI and the June 2004
repurchase of $47 million of debt. The impact of these payments was
partially offset by net borrowings from our credit facilities, the June 2004
issuance of $250 million of 4.5 percent coupon senior notes, net cash
flows generated from operations and proceeds received from divestitures.

On July 28, 2004, we replaced our previously existing senior credit
facilities with a $400 million five-year senior revolving credit facility with
a syndicate of banks led by Bank of America, N.A. and Citigroup North
America, Inc. The term of the five-year facility expires on June 1, 2009.
Borrowings under the credit facility bear interest at variable rates, as
defined therein. The availability of borrowings under the five-year facility
is subject to our ability at the time of borrowing to meet certain specified
conditions. These conditions are similar to those under the prior credit
facilities, and include, without limitation, a maximum debt to capital
ratio of 55 percent. The proceeds of the five-year facility shall be used:
(i) for working capital, capital expenditures, and other lawful corporate
purposes; and (i) to finance acquisitions.

As of September 30, 2004, we: (i) had $15 million of outstanding,
undrawn letters of credit under the five-year facility, (i) were in
compliance with all conditions set forth under the facility and (iii) had
complete access to the remaining $385 million of borrowing capacity
available under that facility.

We have additional uncommitted credit lines totaling $15 million that
have no commitment fees, compensating balance requirements or
fixed expiration dates. As of September 30, 2004, we had $13 million of
outstanding, undrawn letters of credit under these facilities.

We intend to continue to pursue acquisition candidates, but the timing,
size or success of any acquisition effort and the related potential capital
commitments cannot be predicted. We expect to fund future acquisitions
primarily with cash on hand, cash flow from operations and borrowings,
including the unborrowed portion of the five-year credit facility, but

we may also issue additional debt and/or equity in connection with
acquisitions.

in this regard, on July 14, 2003, we filed a universal shelf registration
statement with the U.S. Securities and Exchange Commission on

Form $-3 for the potential sale of up to $1 billion in debt and/or equity
securities. The registration statement was declared effective and should
provide us with significant flexibility with respect to our access to the
public markets. There can be no assurance that additional financing
under the universal shelf registration statement or elsewhere will be
available at terms acceptable to us. On June 7, 2004, we issued $250
million of senior notes from this universal shelf registration statement,
leaving $750 million of available capacity under the universal registration
statement.

During 2004, we repurchased 475,200 shares of our common stock in
the open market. As of September 30, 2004, we had Board of Directors’
approval to repurchase 2,840,000 additional shares. We may consider
additional repurchases of shares if justified by the stock price or other
considerations. Repurchased shares are to be used for general business
purposes.




We believe that cash on hand and generated from operations and
amounts available under our five-year credit facility along with amounts
available from the capital markets, will be sufficient to fund operations,
working capital needs, capital expenditure requirements and financing
obligations. However, in connection with the Spartanburg antitrust
litigation, if a class is certified and the plaintiffs prevail at trial, potential
damages awarded the plaintiffs could have a material adverse effect on
our financial condition and liquidity.

Contractual Obligations and Contingent Liabilities and Commitments
To give a clear picture of matters potentially impacting our liquidity

position, following are tables of contractual obligations and commercial
commitments as of September 30, 2004 (all amounts in millions):

Paymenis Due by Period

Contractual Total Less than 1-3 4-5 After 5
Qbligations 1 year years years years
Long-Term Debt $ 360 $ - $ - $ 256 $ 104
Interest Payments

Relating to

Long-Term Debt (1)  $ 161 $ 19 $ 37 $ 37 $ 68
Information Technology

Infrastructure (2) $ 159 $ 27 $ 54 $ 52 $ 26
Capital Lease

Obligations $ 2 $ 1 $ 1 $ - $ -
Operating Lease

Obligations $ 75 $ 22 $ 30 $ 20 $ 3
Investment

Commitments (3) $ 19 $ 17 $ 2 $ - $ -
Minimum Pension

Funding (4) $ 27 $ 9 $ 18 $ - $ -
Purchase

Obligations (5) $ 17 $ 17 $ - $ - $ -
Total Contractual Cash

Obligations — $ 820 $112 $ 142 $ 365 $ 201

1. Interest payments on our long-term debt is projected based on the
contractual rates of those debt securities including the $250 million
4.5 percent debt securities dated June 7, 2004. However, $200 million
of our 4.5 percent debt securities are subject to interest rate swap
agreements, effectively converting the securities from 4.5 percent
fixed rate interest to variable rate interest, calculated at LIBOR plus
0.15 percent. For the 2004 period in which the interest rate swap
agreements were outstanding, the average variable interest rate on
debt covered by the swaps approximated 1.7 percent. Since we are
unable to project future LIBOR rates we have opted to project interest
payments based on the contractual rates of our debt.

2. We are in year two of an agreement with IBM to manage our global
information structure environment, which was announced near the end
of the third quarter of fiscal 2003. The original seven-year agreement
had a cumulative estimated cost of $187 million, with a remaining
cumulative estimated cost of $153 million, which will continue to
be incurred in nearly equal amounts over the remaining term of the
agreement. During the first year, we have on occasion, solicited IBM
to perform services that are outside the scope of the original base
agreement. These services can result in a one-time fee or can result
in additional services received and costs incurred over the remaining
term of the agreement. Currently, fees related to out-of-scope services
have a cumulative estimated cost of $6 million and are primarily
related to new projects and acquisition activities. These fees have
been included and will be incurred in nearly equal amounts over
the remaining term of the agreement. In conjunction with the recent
divestiture of Forethought, the IBM agreement will be renegotiated
during fiscal 2005. We believe that our contractual obligation to IBM
can be reduced based upon the elimination of specific services related
to Forethought.

3. The investment commitment amounts represent additional
commitments to private equity limited partnerships. The timing of
these commitment calls has been estimated based on the current
status of each partnership. These commitments will be funded with
existing cash and cash flow from operations.

4. The minimum pension funding represents payments to comply with
funding requirements. The projected payments beyond fiscal 2007 are
not currently determinable.

5. Purchase obligations represent contractual obligations under various
take-or-pay arrangements entered into as part of the normal course
of business. These commitments represent future purchases in line
with expected usage to obtain favorable pricing. The amounts do
not include obligations related to other purchase cbligations that
are not take-or-pay arrangements. Such purchase obligations are
primarily refiected in purchase orders at fair value that are part of
normal operations, which we do not believe represent firm purchase
commitments. We expect to fund these commitments with operating
cash flows.

Unless a range of amounts is disclosed in the following table, the
amounts disclosed represent the total expected commitment.

Amount of Commitment Expiration Per Period

Other Commercial Total Amount Less than 1-3 4-5 Qver5
Commitments Committed 1 year years years years
Standby Letters of

Credit $ 28 $ 28 $ - $ - $ -

In addition to the contractual obligations and commitments disclosed
above, we also have a variety of other agreements related to the
procurement of materials and services and other commitments. We

are not subject to any contracts that commit us to material non-
cancelable commitments. While many of these agreements are long-term
supply agreements, some of which are exclusive supply or complete
requirements-based contracts, we are not committed under these
agreements to accept or pay for requirements which are not needed to
meet production needs.

In conjunction with the recent acquisition and divestiture activities,

we have entered into certain guarantees and indemnifications of
performance with respect to the fulfillment of our commitments under the
respective purchase and sale agreements. The arrangements generally
indemnify the buyer or seller for damages associated with breach of
contract, inaccuracies in representations and warranties surviving the
closing date and satisfaction of liabilities and commitments retained
under the applicable contract. Those representations and warranties
which survive closing generally survive for periods up to five years or

the expiration of the applicable statutes of limitations. Potential losses
under the indemnifications are generally limited to a portion of the originat
transaction price, or to other lesser specific dollar amounts for certain
provisions. With respect to sale transactions, we also routinely enter into
non-competition agreements for varying periods of time. Guarantees

and indemnifications with respect to acquisition and divestiture activities
would not materially affect our financial condition or results of operations.

With respect to capital expenditures, we expect capital spending in 2005

to approximate $160 million before consideration of additional capital
requirements for new business acquisitions.
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Shareholders’ Equity

Cumulative treasury stock acquired in open market and private
transactions increased in 2004 to 21,449,067 shares. As of September

30, 2004, we had Board of Directors’ authorization to repurchase up to a
total of 2,840,000 additional shares of our common stock. Repurchased
shares are to be used for general business purposes. From the cumulative
shares acquired, 613,350 shares, net of shares converted 1o cash to pay
withholding taxes, were reissued during fiscal 2004 under provisions of our
various stock-based compensation plans.

OTHER ISSUES
Special Charges
2004 Actions

During the fourth fiscal quarter of 2004, we announced a restructuring
intended to better align Hill-Rom’s financial and personnel resources to
fully support its growth initiatives, decrease overall costs, and improve
performance in Europe. The plan includes the elimination of approximately
130 salaried positions in the U.S. and approximately 100 positions in
Europe and resulted in a fourth quarter charge of approximately $7 million,
associated with severance and benefit-related costs. All obligations
associated with this action will be settled in cash. Upon completion, this
action is expected to reduce net-operating costs by approximately $16
million annually. We expect the restructuring to be completed during our
2005 fiscal year.

2003 Actions

During the third fiscal quarteriof 2003, we announced a new business
structure at Hill-Rom to accelerate the execution of its strategy and
strengthen its core businesses. As a result of this action, Hill-Rom
announced it expected to eliminate approximately 300 salaried positions
globally. Hill-Rom also announced it expected to hire approximately 100
new personnel with the skills and experience necessary to execute its
business strategy. A fiscal 2003 third quarter charge of $9 million was
recognized with respect to this action, essentially all related to severance
and benefit-related costs. As of September 30, 2004 this action is
essentially complete, with less than $1 million remaining in the reserve.
During fiscal 2004 approximately $1 million of the originally recorded
reserve was also reversed. In excess of 280 salaried positions were
eliminated under the action, with over 60 of the original list of terminees
being transferred to other positions in line with Hill-Rom’s strategy. As of
this same date, approximately 90 new positions had been hired under the
new business structure. This action is expected to be fully completed in
the second quarter of fiscal 2005, in combination with the completion of
the enterprise-wide technology platform integration.

2002 Actions

During the fourth quarter of 2002, we announced realignment actions at
Batesville Casket and Hill-Rom. The actions at Batesville Casket included
the closure of a wood casket plant in Canada along with other employee
reduction actions in the United States. These combined actions resulted
in the reduction of approximately 100 employees. A charge of $3 million
was recorded in relation to these actions for severance and other facility
closing costs. In addition, during the fourth quarter of fiscal 2002 Hill-Rom
announced an action in Germany to downsize its field service operations
and to relocate its sales and other administrative functions. A charge of
$2 million was recorded for severance and other facility costs associated
with this action, which resulted in the termination of 25 employees. Of the
total charge recorded for the above actions, $4 million was associated with
severance and other costs to be settled in cash while $1 million related to
asset impairments. All activities associated with these charges are now
complete.
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Other

In addition to the reserve balances outlined above, approximately $3
million of accrued liabilities were outstanding at September 30, 2004
related to retirement obligations of W August Hillenbrand, a former Chief
Executive Officer of the Company. Mr. Hillenbrand retired in the fourth
calendar quarter of 2000.

CRITICAL ACCOUNTING POLICIES

Our accounting policies, including those described below, require
management to make significant estimates and assumptions using
information available at the time the estimates are made. Such estimates
and assumptions significantly affect various reported amounts of assets,
liabilities, revenues and expenses. If future experience differs materially
from these estimates and assumptions, results of operations and financial
condition could be affected. A more detailed description of our accounting
policies is included in the Notes to our Consolidated Financial Statements
included herein.

Revenue Recognition

Net revenues reflect gross revenues less sales discounts and allowances
and customer returns for product sales and a provision for uncollectible
receivables for rentals. Revenue recognition for product sales and rentals
is evaluated under the following criteria:

* Evidence of an arrangement: Revenue is recognized when there is
evidence of an agreement with the customer reflecting the terms and
conditions to deliver products or services.

» Delivery: For products, delivery is considered to occur upon receipt by
the customer and the transfer of title and risk of loss. For rental services,
delivery is considered to occur when the services are rendered.

» Fixed or determinable price: The sales price is considered fixed or
determinable if it is not subject to refund or adjustment.

¢ Collection is deemed probable: At or prior to the time of a transaction,
credit reviews of each customer are performed to determine the
creditworthiness of the customer. Collection is deemed probable if the
customer is expected to be able to pay amounts under the arrangement
as those amounts become due. If collection is not probable, revenue
is recognized when collection becomes probable, generally upon cash
collection.

As a general interpretation of the above guidelines, revenues for health
care products in the patient care environment and for casket and
cremation products in the funeral services portion of our business are
generally recognized upon delivery of the products to the customer and
their assumption of risk of loss and other risks and rewards of ownership.
Local business customs and non-standard sales terms can sometimes
result in deviations to this normal practice in certain instances.

For non-invasive therapy products within our health care business, the
majority of product offerings are rental products for which revenues

are recognized consistent with the rendering of the service and use of
products. These revenues are recorded net of a provision for uncoliectible
receivables based upon historic payment and coverage patterns for the
various products and paying entities. For The Vest™ product, which

was acquired in 2004 with the acquisition of ARI, revenue is generally
recognized at the time of receipt of authorization for billing from the
applicable paying entity based on the specifics of the authorization and
the period of product usage by the patient.

For health care products and services aimed at improvirig operational
efficiency and asset utilization, various revenue recognition techniques
are used, depending on the offering. Service contract revenue is




generally recognized ratably over the contract period, if applicable, or as
services are rendered. Product-related goods are generally recognized
upon delivery to the customer, similar to products in the patient care
environment.

Based on estimated product returns and price concessions, a reserve
for returns and allowances is recorded at the time of the sale, resulting in
a reduction of revenue. An allowance for doubtful accounts is recorded
based upon the estimated collectibility of receivables, and results in an
increase in operating expenses.

Liabilities for Loss Contingencies Related to Lawsuits

We are involved on an ongoing basis in claims and lawsuits relating to

our operations, including environmental, antitrust, patent infringement,
business practices, commercial transactions and other matters. The
ultimate outcome of these lawsuits cannot be predicted with certainty. An
estimated loss from these contingencies is recognized when we believe it
is probable that a loss has been incurred and the amount of the loss can
be reasonably estimated. However, it is difficult to measure the actual loss
that might be incurred related to litigation. The ultimate outcome of these
lawsuits could have a material adverse effect on our financial condition,
results of operations and cash flow.

We are also involved in other possible claims, including product liability,
workers compensation, auto liability and employment related matters.
These have deductibles and self-insured retentions ranging from $150
thousand to $1.5 million per occurrence or per claim, depending upon the
type of coverage and policy period.

Since December 1999, we have purchased deductible reimbursement
policies from our wholly-owned insurance company, Sycamore
Insurance Company, Ltd., for the deductibles and self-insured retentions
associated with our product liability, workers compensation and auto
liability programs. Outside insurance company and third-party claims
administrators establish individual claim reserves and an independent
outside actuary provides estimates of ultimate projected losses, including
incurred but not reported claims. The actuary also provides estimates for
accruals for losses incurred prior to December 1999,

Claim reserves for employment related matters are established based
upon advice from internal and external counsel and historical settlement
information for claims and refated fees.

The recorded amounts represent our best estimate of the costs we will
incur in relation to such exposures, but it is possible that actual costs
could differ from those estimates.

Goodwill and Intangible Assets

We adopted the provisions of SFAS No. 142, “Goodwill and Other
Intangible Assets”, as of December 2, 2001. Under this Standard, goodwill
and certain other indefinite-lived intangible assets are no longer amortized,
but instead are subject to periodic impairment evaluations. We made our
initiaf transition impairment assessment in 2002 and determined that there
was no impairment with respect to recorded intangible assets. The most
recent update completed during the third quarter of 2004 reconfirmed the
lack of any impairment. With the exception of goodwill, ali of our intangible
assets are subject to amortization. The majority of our goodwill resides

at Hill-Rom. If we had adopted this Standard as of October 1, 2001, the
effect on net income would not have been material as outlined at Note 1 to
the Consolidated Financial Statements.

In performing periodic impairment tests, the fair value of the reporting
unit is compared to the carrying value, including goodwill and intangible
assets. If the fair value exceeds the carrying value, there is no impairment.
If the carrying value exceeds the fair value, however, an impairment
condition exists. The impairment loss is determined based on the

excess of the carrying value of the goodwill or intangible asset to their
respective implied or assigned fair values. Impairment tests are required
to be conducted at least annually, or when events or conditions occur
that might suggest a possible impairment. These events or conditions
include, but are not limited to, a change in the business environment, legal
factors, regulatory changes, loss of key personnel, sale or disposition of

a significant portion of a reporting unit or a change in reporting structure.
The occurrence of one of these events or conditions could significantly
impact an impairment assessment, necessitating an impairment charge
and adversely affecting our results of operations.

In conjunction with the planned divestiture of the infant care and piped-
medical gas businesses of Hill-Rom, we reduced our overall reported
goodwiil balance by approximately $72 million. While not considered an
impairment of goodwill within the reporting unit concept outlined under
SFAS Ne. 142, in evaluating the divestitures it was determined that the
benefits of the acquired goodwill associated with these businesses

had not been realized, and would not be realized in the future, by the
continuing Hill-Rom operations since these businesses had not been fully
integrated into Hill-Rom. As such, all goodwill related to the previously
acquired infant care and piped-medical gas businesses, other than a
portion related to a retained product line, was specifically assigned to
the carrying value of the respective businesses and fully considered in
recognition of the estimated loss to be incurred upon completion of the
divestitures. The loss was recorded as a non-cash reduction of goodwill
within the Consoclidated Balance Sheet, with the remaining $22 million of
goodwill assigned to the businesses included in Assets of Discontinued
Operations.

Stock-Based Compensation

We apply the provisions of APB Opinion No. 25, “Accounting for Stock
Issued to Employees,” in accounting for stock-based compensation. As a
result, no compensation expense is recognized for stock options granted
with exercise prices equivalent to the fair market value of the stock on date
of grant. SFAS No. 123, “Accounting for Stock-Based Compensation”
provides an alternative method of accounting for stock options based on
fair value concepts and the use of an option-pricing model. Accounting

for stock options in accordance with SFAS No. 123 would have reduced
our earnings as outlined in Note 1 to the Consoclidated Financial
Statements. The Financial Accounting Standards Board (FASB) currently
has a project underway to reconsider the accounting model for stock-
based compensation plans. In October 2004, the FASB deferred the
effective date for public companies of the proposed statement from fiscal
years beginning after December 15, 2004 to interim and annual periods
beginning after June 15, 2005. The FASB expects to issue a final standard
by December 31, 2004. The new effective date will require us to make the
required changes in our fourth fiscal quarter of 2005. We will monitor the
progress of this project, assess the impact and make the required changes
upon finalization of the FASB project.

Retirement Plans

We sponsor retirement plans covering a majority of employees. Expense
recognized in relation to defined benefit retirement plans is based upon
actuarial valuations and inherent in those valuations are key assumptions
including discount rates, expected returns on assets and projected future
salary rates. We are required to consider current market conditions,
including changes in interest rates, in setting these assumptions. Changes
in retirement benefit expense and the recognized obligation may occur

in the future as a result of a number of factors, including changes to
these assumptions. Our expected rate of return on plan assets was 7.75
percent for fiscal years 2004 and 2003. The discount rate was reduced
from 6.25 percent in 2003 to 6.00 percent in 2004 and this 25 basis point
change in the discount rate impacted pension expense by approximately
$0.5 million. This impact could be positive or negative depending on the
direction of the change in rates. See Note 2 to the Consolidated Financial
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Statements, which statements are included herein, for key assumptions
and other information regarding recent changes to our retirement plans.

Valuation Allowances Recorded Against Deferred Tax Assets and
Allocated Tax Reserves

We have a variety of deferred tax assets in numerous tax jurisdictions.
These deferred tax assets are subject to pericdic assessment as to
recoverability and if it is determined that it is more likely than not that the
benefits will not be realized, valuation allowances are recognized. We
have recorded valuation allowances against certain of our deferred tax
assets, primarily those related to foreign tax attributes in countries with
poor operating results and capital loss carryforwards in the United States
where future capital gains may not be available to realize the benefit.

In evaluating whether it is more likely than not that we would recover
these deferred tax assets, future taxable income, the reversal of existing
temporary differences and tax planning strategies are considered.

We believe that our estimatesfor the valuation allowances recorded
against deferred tax assets are appropriate based on current facts and
circumstances. We currently have $87 million of valuation allowances on
deferred tax assets, on a tax-effected basis, principally related to foreign
operating loss carryforwards and capital loss carryforwards.

Investments

The majority of investments previously reported were held at Forethought
and are therefore no longer part of the current year Consolidated Balance
Sheet. In accordance with the provisions of SFAS No. 115, “Accounting
for Certain Investments in Debt and Equity Securities,” we have classified
our investments in debt and equity securities as “available for sale”

and reported them at fair value on the Consolidated Balance Sheets.
Unrealized gains and losses are charged or credited to accumulated other
comprehensive income (loss) in shareholders’ equity and deferred taxes
are recorded for the income tax effect of such unrealized gains and losses.
The fair value of investments is predominantly based on market values
provided by brokers/dealers or other external investment advisors.

Upon the sale of Forethought, certain private equity imited partnerships
previously held in the insurance investment portfolio were retained. We
continue to use the equity method of accounting, with earnings or losses
reported within Other incomeiin the Statements of Consolidated Income
(Loss). Earnings and values for investments accounted for under the equity
method are determined based on audited financial statements provided

by the investment companies. Other minority investments made outside of
the insurance business are accounted for on either a cost or equity basis,
dependent upon our level of influence over the investee.

We regularly evaluate all investments for possible impairment based on
current economic conditions, credit loss experience and other criteria.

If there is a decline in a security’s net realizable value that is other than
temporary, the decline is recognized as a realized loss and the cost basis
of the security is reduced to its estimated fair value. Select criteria utilized
in analyzing individual securities for impairment include:

* The extent and duration to which the market value of a security was
below its cost;

* Downgrades in debt ratings;

* Significant declines in value, regardless of the length of time the market
value was below cost;

* The status of principal and interest payments on debt securities;
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¢ Financial condition and recent events impacting companies underlying
the securities; and

¢ General economic and industry conditions.

The evaluation of investments for impairment requires significant
judgments to be made including (j) the identification of potentially impaired
securities; (i) the determination of their estimated fair value; and (jii)
assessment of whether any decline in estimated fair value was other

than temporary. If new information becomes available or the financial
condition of the investee changes, our judgment may change resulting in
the recognition of an investment loss at that time. At September 30, 2004
accumulated other comprehensive income included net unrealized gains
on investments of $12 million, which included unrealized losses of less
than $1 million. These unrealized losses are considered to be temporary.

Environmental Matters

We are committed to operating all of our businesses in a manner that
protects the environment. In the past year, we have been issued Notices
of Violation alleging violation of certain environmental permit conditions.
The Notices of Violation involved no fines or penalties. We, however,
have successfully implemented measures to abate such conditions

in compliance with the underlying agreements and/or regulfations. In

the past, we have voluntarily entered into remediation agreements

with various environmental authorities to address onsite and offsite
environmental impacts. The remaining voluntary remediation activities
are nearing completion. We have also been notified as a potentially
responsible party in investigations of certain offsite disposal facilities.
Based on the nature and volume of materials involved, the cost of such
onsite and offsite remediation activities to be incurred by us in which we
are currently involved is not expected to exceed $1 million. We believe
we have provided adequate reserves in our financial statements for all
of these matters, which have been determined without consideration

of possible loss recoveries from third parties. Future events or changes
in existing laws and regulations or their interpretation may require us to
make additional expenditures in the future. The cost or need for any such
additional expenditures is not known.

Accounting Standards

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN

46"), "Consolidation of Variable Interest Entities”. FIN 46 addresses the
requirements for business enterprises to consoclidate related entities

in which they are determined to be the primary economic beneficiary

as a result of their variable economic interests. in December 2003, the
FASB released FIN 46R, that provided a partial deferral of FIN 46 along
with various other amendments. FIN 46R provides guidance related to
evaluating, identifying and reporting of variable interest entities (VIEs). We
adopted the new deferral provisions and amendments of FIN 46R as of
the second quarter of fiscal 2004. The adoption of FIN 48R required the
consolidation of four real estate partnerships that were previously not
consolidated. On June 29, 2004, we sold the four real estate partnerships.
Therefore, the amounts previously reported in continuing operations for
these four VIEs were reclassed to discontinued operations for the year
ended September 30, 2004. As of September 30, 2004, we no longer hold
any investments that would be considered VIEs and require consolidation
under FIN 46R.

In December 2003, the FASB issued SFAS No. 132R, “Employers’
Disclosures about Pensions and Other Postretirement Benefits.” This
Statement retains the disclosure requirements contained in SFAS No. 132,
which it replaces. SFAS No. 132R also requires additional disclosures
about the assets, obligations, cash flows and net periodic benefit cost of
defined benefit pension ptans and other defined benefit postretirement
plans. Those disclosures include information describing the types of plan
assets, investment strategy, measurement dates, plan obligations, cash




flows, and components of net periodic benefit cost recognized during
interim periods. This Statement is effective for financial statements with
fiscal years ending after December 15, 2003. We adopted this Statement
as of the second quarter of fiscal 2004.

In March 2004, the FASB ratified the Emerging Issues Task Force (EITF)
Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment

and Its Application to Certain Investments” (EITF 03-1). EITF 03-1

provides guidelines on the meaning of other-than-temporary impairment
and its application to investments, in addition to requiring quantitative

and gualitative disclosures in the financial statements. The disclosure
provisions of EITF 03-1 are effective for fiscal years ending after December
15, 2003. The implementation of the disclosure provisions of EITF 03-1 did
not have a material impact on our Consolidated Financial Statements or
results of operations. On September 30, 2004, FASB Staff Position EITF
03-1-1 was issued, which deferred the application of the measurement
provisions of EITF 03-1. The FASB determined that a delay in the effective
date of those provisions was necessary until it can issue additional
guidance on the application of EITF 03-1.

RISK FACTORS

Qur business involves risks. The following information about these risks
should be considered carefully together with the other information
contained herein. The risks described below are not the only risks we face.
Additional risks not currently known or deemed immaterial also may result
in adverse effects on our business.

Failure to comply with the Food and Drug Administration (FDA}
regulations and similar foreign regulations applicable to our medical
device products could expose us to enforcement actions or other
adverse consequences.

Qur health care businesses design, manufacture, install and distribute
medical devices that are regulated by the FDA in the United States and
similar agencies in other countries. Failure to comply with applicable
regulations could result in future product recalls, injunctions preventing
shipment of products or other enforcement actions that could have a
material adverse effect on the revenues and profitability of our health care
businesses.

Capital equipment sales and rental revenues may be adversely
affected by Medicare and state government Medicaid funding cuts
that could affect customers in every segment of our health care
business. We could be subject to substantial fines and possible
exclusion from participation in federal health care programs if we fail
to comply with the laws and regulations applicable to our business.

Medicare, Medicaid and managed care organizations, such as health
maintenance organizations and preferred provider organizations, traditional
indemnity insurers and third-party administrators are increasing pressure
to both control health care utilization and to limit reimbursement. Historical
changes to Medicare payment programs from traditional “cost-plus”
reimbursement to a prospective payment system resulted in a significant
change in how our health care customers acquire and utilize our products.
This has resulted in reduced utilization and downward pressure on prices.
Similarly, future revenues and profitability will be subject to the effect of
possible changes in the mix of our patients among Medicare, Medicaid
and third-party payor categories, increases in case management and
review of services or reductions in coverage or reimbursement rates by
such payors. A rising uninsured population (estimated by the U.S. Census
Bureau to be 45 miflion) further exacerbates a challenging reimbursement
environment for us. We are subject to stringent laws and regulations at
both the federal and state levels, requiring compliance with extensive and
complex billing, substantiation and record-keeping requirements. If we are
deemed to have violated these laws and regulations, we could be subject
to substantial fines and possible exclusion from participation in federal
health care programs such as Medicare and Medicaid.

Continued declines and fluctuations in mortality rates and increased
cremations may adversely affect, as they have in recent years, the
volume of Batesville Casket’s sales of burial caskets.

As the population of the United States continues to age, the number of
deaths in the United States is expected to continue to increase slightly
each year for at least the next couple of decades, although all factors
indicate we experienced a slight decline in fiscal 2004. The aging of the
baby boomer generation will not significantly impact the number of U.S.
deaths for some years, as the oldest of the boomers is currently 57 years
of age. Offsetting the aging of the population is the long-term trend of a
decreasing age-adjusted death rate. The life expectancy of U.S. citizens
has increased steadily since the 1950s and is expected to continue to do
so for the foreseeable future.

Cremations as a percentage of total U.S. deaths have increased steadily
since the 1960s, and are also expected to continue to increase for the
foreseeable future. The number of U.S. cremations is currently growing
faster than the increase in the number of U.S. deaths, resulting in a
contraction in the demand for burial caskets, which contributed to
lower burial casket sales volumes for Batesville Casket in the ten-month
transition period ended September 30, 2002, fiscal year 2003 and fiscal
year 2004.

Batesville Casket expects these trends to continue into the foreseeable
future and Batesville Casket'’s burial casket volumes will likely continue to
be negatively impacted by these market conditions. Finally, death rates
can vary over short periods of time and among different geographical
areas. Such variations could cause Batesville Casket’s sales of burial
caskets to fluctuate from quarter to quarter.

Future financial performance will depend in part on the successful
introduction of new products into the marketplace on a cost-effective
basis. The financial success of new products could be adversely
impacted by competitors’ products, customer acceptance, difficulties
in product development and manufacturing, certain regulatory
approvals and other factors.

Future financial performance will depend in part on our ability to influence,
anticipate, identify and respond to changing consumer preferences

and needs. We cannot assure that our new products will achieve the
same degree of success that have been achieved historically by our
products. We may not correctly anticipate or identify trends in consumer
preferences or needs, or may identify them later than competitors do. Any
strategies we may implement to address these trends may prove incorrect
or ineffective. In addition, difficulties in manufacturing or in obtaining
regulatory approvals may delay or prohibit introduction of new products
into the marketplace. Further, we may not be able to develop and produce
new products at a cost that allows us to meet our goals for profitability,
particularly since downward pressure on health care product prices is
expected to continue. Failure to successfully introduce new products on

a cost-effective basis, or delays in customer purchasing decisions related
to evaluation of new products, could cause us to lose market share and
could materially adversely affect our business, financial condition, results
of operations and cash flow.

Our health care and funeral services businesses are significantly
dependent on several major contracts with large national providers
and group purchasing organizations. Our relationships with these
customers and organizations pose several risks.

In our health care and funeral services businesses, we have several large
contracts with national providers and group purchasing organizations
that have varying degrees of purchasing leverage. A significant portion of
our sales in our health care and funeral services products businesses are
made under these contracts. If one or more of these national providers or
group purchasing organizations enters into an exclusive arrangement with
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another provider or if we otherwise lose one or more of these contracts or
customers for other reasons, this loss could have an adverse effect on our
business, financial condition, resuits of operations and cash flow.

The hospital group purchasing organization industry is rapidly changing
and facing significant challenges as individual group purchasing
organizations begin to modify their membership requirements and
contracting practices, including conversion of sole sourced agreements to
agreements with multipte suppliers, in response to recent Congressional
hearings and public criticism.

Over the past several years, there has been some industry concern
regarding the overall financialicondition of several of the national funeral
service providers, and one such customer of Batesville filed for bankruptcy
during the 2003 fiscal year. Although the bankruptcy of this customer did
not by itself materially adversely affect our results of operations should one
or more additional national funeral service providers that are customers of
Batesville file for bankruptcy, become insolvent or otherwise be unable to
pay for Batesville’s products, our results of operations could be materially
adversely affected. '

Additionally, while our contracts with large health care and funeral services
providers and group purchasing organizations provide important access
to several of the largest purchasers of health care and funeral services
products, they generally obligate us to sell our products within certain
price parameters, therefore limiting our ability, in the short-term, to raise
prices in response to significant increases in raw material prices or other
factors.

Increased prices for or unavailability of raw materials or finished
goods used in our products icould adversely affect our profitability or
revenues.

Our profitability is affected by the prices of the raw materials and finished
goods used in the manufacture of our products. These prices may
fluctuate based on a number of factors beyond our control, including
changes in supply and demand, general economic conditions, labor
costs, competition, import duties, tariffs, currency exchange rates and,

in some cases, government regulation. Significant increases in the prices
of raw materials or finished goods that could not be recovered through
increases in the prices of our products could adversely affect our results
of operations. For example, we experienced significantly higher prices

in fiscal 2003 and 2004 than we had in prior periods for steel, a principal
raw material used in our funeral services products business and, to a
lesser degree, our health care products business. In addition to steel, we
have also experienced large price increases on other commodities used

in the manufacture of our products, including red metals, solid wood and
fuel. Although Batesville has historically been able to offset such price
increases with increases in the prices of its products, there can be no
assurance that our customers will be willing to pay the higher prices or that
such prices will fully offset such price increases in the future. Any further
increases in prices resulting from a tightening supply of steel, and/or
other materials could adversely affect our profitability. We generally do not
engage in hedging transactions with respect to raw material purchases,
but do enter into fixed price supply contracts at times. Our decision not to
engage in hedging transactions may result in increased price volatility, with
resulting adverse effects on profitability.

Our dependency upon regulardeliveries of supplies from particular
suppliers means that interruptions or stoppages in such deliveries could
adversely affect our operations until arrangements with alternate suppliers
could be made. Several of the raw materials and finished goods used in
the manufacture of our products currently are available only from a single
source. If any of these sole source suppliers were unable to deliver these
materials for an extended period of time as a result of financial difficulties,
catastrophic events affecting their facilities or other factors, or if we were
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unable to negotiate acceptable terms for the supply of materials with
these sole source suppliers, our business could suffer. We may not be
able to find acceptable alternatives, and any such alternatives could result
in increased costs. Extended unavailability of a necessary raw material

or finished good could cause us to cease manufacturing one or more
products for a period of time.

We may not be successful in achieving expected operating
efficiencies and operating cost reductions associated with
announced restructuring, realignment and cost reduction activities.

In recent periods, we have announced a number of restructuring,
realignment and cost reduction measures, including the significant
reorganization of the Hill-Rom business structure announced in the

third quarter of fiscal 2003 followed by the recent fourth quarter 2004
restructuring. These activities may not provide the full efficiency and

cost reduction benefits we expected from these activities. Further,

such benefits may be realized later than expected, and the costs of
implementing these measures may be greater than anticipated. If these
measures are not successful, we may undertake additional realignment
and cost reduction efforts, which could result in future charges. Moreover,
our ability to achieve our other strategic goals and business plans may be
adversely affected if our restructuring and realignment efforts prove
ineffective.

Implementation of our Enterprise Resource Planning system could
cause us to make unplanned expenditures or could cause
disruptions in our business.

We currently are in the process of implementing a comprehensive
Enterprise Resource Planning (ERP) business system at Hill-Rom.
Although this effort, expected to be completed by mid-2005, was on
schedule and on budget as of September 30, 2004, there can be no
assurance that the rollout of the ERP system will be completed on time
and without unplanned expenditures, or that it will not cause significant
disruptions of our business.

Product liability or other liability claims could expose us to adverse
judgments or could affect the sales of our products.

We are involved in the design, manufacture and sale of health care
products, which face an inherent risk of exposure to product liability
claims if our products are alleged to have caused injury or are found to be
unsuitable for their intended use. Any such claims could negatively impact
the sales of products that are the subject of such claims or other products.
We from time to time, and currently, are a party to claims and lawsuits
alleging that our products have caused injury or death or are

otherwise unsuitable. It is possible that we will receive adverse judgments
in such lawsuits, and any such adverse judgments could be material.

We are involved on an ongoing basis in claims and lawsuits
relating to our operations, including environmental, antitrust,
patent infringement, business practices, commercial transactions,
and other matters.

The ultimate outcome of these lawsuits cannot be predicted with certainty
but could have a material adverse effect on our financial condition, results
of operations and cash flow. We are also involved in other possible

claims, including product liabifity, workers compensation, employment-
related matters and auto liabitity. While insurance is maintained for such
exposures, the policies in place are high-deductible policies resulting in our
assuming exposure for a layer of coverage with respect to such claims.

Our funeral services business is facing increasing competition
from a number of non-traditional sources, including internet casket
retailers, large retail discount stores, and caskets manufactured
abroad.




Non-traditional funeral services retailers could present more of a
competitive threat to Batesville than is currently anticipated. While some
of these, like internet casket retailers and third-party casket stores, have
competed against Batesville for a number of years, large discount retailers
such as Costco, which has recently begun selling caskets, represent a
more recent competitive development. Also, we have learned that several
manufacturers located in China are currently manufacturing caskets

with the intent to market those caskets in the United States. It is not
possible to quantify the financial impact that these competitors will have
on Batesville’s business, but these competitors will continue to place
additional pricing and other competitive pressures on Batesville that could
have a negative impact on Batesville's results of operations.

We may not be able to execute our growth strategy if we are unable to
successfully acquire and integrate other companies in the health care
industry.

Our announced growth plans include acquiring other companies in the
health care industry. We may not be able to identify suitable acquisition
candidates, negotiate acceptable terms for such acquisitions or receive
necessary financing for such acquisitions on acceptable terms. Moreover,
once an acquisition agreement is signed, various events or circumstances
may either prevent the successful consummation of the contemplated
acquisition, or make it unadvisable. In addition, we expect to compete
against other companies for acquisitions. If we are able to consummate
acquisitions, such acquisitions could be dilutive to earnings, and we could
overpay for such acquisitions. Additionally, we may not be successful

in our efforts to integrate acquired companies. Integration of acquired
companies will divert management and other resources from other
important matters, and we could experience delays or unusual expenses in
the integration process. Further, we may become responsible for liabilities
associated with businesses that we acquire to the extent they are not
covered by indemnification from the sellers or by insurance.

Our success depends on our ability to retain our executive officers
and other key personnel.

Our future performance depends in significant part upon the continued
service of our executive officers and other key personnel, many of
whom we have hired recently as part of our strategic initiative to ensure
leadership excellence. The loss of the services of one or more of our
executive officers or other key employees could have a material adverse
effect on our business, prospects, financial condition and results of
operations. This effect could be exacerbated if any officers or other key
personnel left as a group. Our success also depends on our continuing
ability to attract and retain highly qualified personnel. Competition for such
personnel is intense, and there can be no assurance that we can retain
our key employees or attract, assimilate and retain other highly qualified
personnel in the future.

A substantial portion of our workforce is unionized, and we could face
labor disruptions that would interfere with our operations.

As of September 30, 2004, approximately 2,800, or 27 percent, of our
employees were covered by collective bargaining agreements. In the
United States and Canada, the collective bargaining agreements have
expiration dates ranging from January 2005 to August 2010. in 2004,

four contracts were renewed including the Batesville Casket steelworkers
contract in Batesville that became effective in October 2004. We have
four additional collective bargaining agreements in the United States and
Canada that will expire during the next twelve months. These agreements
include three at Batesville Casket and cne at Hill-Rom. Outside of the
United States and Canada negotiations take place as determined by
country level requirements, with some elements of employment being
negotiated annually. Although we have not experienced any significant
work stoppages in the past 20 years as a result of labor disagreements, we
cannot ensure that such a stoppage will not occur in the future. Inability to

negotiate satisfactory new agreements or a labor disturbance at one of our
principal facilities could have a material adverse effect on our operations.

Volatility of our investment portfolio could negatively impact earnings.

Volatility of our investment portfolio with a book value of approximately $79
million could negatively impact earnings. The investment portfolio, which
includes equity partnerships among other investments, could be adversely
affected by general economic conditions, changes in interest rates, default
on debt instruments and other factors, resulting in an adverse impact on
financial condition.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

We are exposed to various market risks, including fluctuations in interest
rates, mismatches in funding obligations and receipts and variability in
currency exchange rates. We have established policies, procedures and
internal processes governing our management of market risks and the use
of financial instruments to manage our exposure to such risks.

We are subject to variability in foreign currency exchange rates primarily
in our European operations. Exposure to this variability is periodically
managed primarily through the use of natural hedges, whereby funding
obligations and assets are both managed in the local currency. We,
from time to time, enter into currency exchange agreements to manage
our exposure arising from fluctuating exchange rates related to specific
transactions. The sensitivity of earnings and cash flows to variability

in exchange rates is assessed by applying an appropriate range of
potential rate fluctuations to our assets, cbligations and projected results
of operations denominated in foreign currencies. Based on our overall
currency rate exposure at September 30, 2004, movements in currency
rates would not materially affect our financial condition.

During 2001, we entered into interest rate swap agreements to effectively
convert $150 million of our fixed interest rate long-term debt to variable
rates. We terminated our interest rate swap agreements in June and

July 2003, realizing cash proceeds and deferred gains of approximately
$27 million. Further, in August 2003 and June 2004, we completed the
repurchase of approximately $157 million and $47 million, respectively,
of our outstanding debt securities, resulting in fourth quarter 2003

and third quarter 2004 pre-tax losses on the extinguishment of debt

of approximately $16 million and $6 million, respectively. These losses
included the write-off of approximately $2 million and $1 million of debt
issuance costs in fiscal 2003 and fiscal 2004, respectively, associated
with the original debt placement. These losses are net of the partial
recognition of previously deferred gains on the termination of the interest
rate swap agreements of approximately $14 million and $2 million for the
2003 and 2004 periods, respectively. The remaining deferred gains on the
termination of the swaps will be amortized and recognized as a reduction
in interest expense over the term of remaining outstanding debt. With
the amortization of the deferred gains from the swap agreements, the
prospective effective interest rates will be lower than the stated interest
rates, but higher than the variable rates we had been subject to during the
period the swap agreements were in place.

In June 2004, we issued an additional $250 million of 4.5 percent coupon
senior notes and entered into interest rate swaps to effectively convert the
fixed interest rate long-term debt to variable rates. The notional amount

of the interest rate swaps was $200 million at September 30, 2004. The
gains or losses arising from the interest rate swap contracts offset gains
or losses on the underlying assets or liabilities and are recognized as
offsetting adjustments to the carrying amounts. As of September 30, 2004,
the interest rate swap contracts reflected a cumulative gain of $7 million.
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REPORT OF MANAGEMENT
Hillenbrand Industries, Inc. and Subsidiaries

Management of Hillenbrand Industries is responsible for the preparation, fairness and integrity of our financial statements and other information
included in this Annual Report. The financial statements have been prepared in accordance with generally accepted accounting principles applied
on a materially consistent basis. Where necessary, management has made informed judgments and estimates as to the outcome of events and
transactions, with due consideration given to materiality.

Management believes that our policies, procedures and internal control systems provide reasonable assurance that assets are safeguarded and
transactions are properly recdrded and executed in accordance with its authorization. We also maintain a program of internal auditing to examine
and evaluate the adequacy and effectiveness of these policies, procedures and internal controls.

We engage an independent registered public accounting firm who is responsible for performing an independent audit of the financial statements.
Their report, immediately following, states their opinion on the fairness of our financial statements.

The Audit Committee of the Board of Directors meets regularly with the independent registered accounting firm, the internal auditors and financial
management to assure that each is meeting its responsibilities.

@ewig&

Frederick W. Rockwood
President and Chief Executive Officer

Lt

Scott K. Sorensen
Vice President and Chief Financial Officer

Dy it

Gregory N. Miller
Vice President — Controller and Chief Accounting Officer

REPORT OF INDEPENDRENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and
Board of Directors of
Hillenbrand Industries, Inc.

In our opinion, the accompanying consolidated balance sheets and the related statements of consolidated income, of consolidated cash fiows and

of consolidated shareholders’ equity and comprehensive income present fairly, in all material respects, the financial position of Hillenbrand Industries,
Inc. and its subsidiaries at September 30, 2004 and 2003, and the results of their operations and their cash flows for the fiscal year ended September
30, 2004, the fiscal year ended September 30, 2003 and the ten months ended September 30, 2002 in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

£ 'ce,wd-wh&ux(a«sﬂws LLP

PricewaterhouseCoopers LLP
Cincinnati, Ohio
December 3, 2004
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STATEMENTS OF CONSOLIDATED INCOME (LOSS)
Hillenbrand Industries, Inc. and Subsidiaries

{Doffars in millions except per share data)

Fiscal Year Fiscal Year Ten Months
Ended Ended Ended
September 30, September 30, September 30,
2004 2003 2002
Net Revenues
Health Care sales $ 737 $ 749 $ 615
Health Care rentals 452 318 268
Funeral Services sales 640 628 510
Total revenues 1,829 1,695 1,393
Cost of Revenues
Health Care cost of goods sold 382 370 311
Health Care rental expenses 249 161 141
Funeral Services cost of goods sold 290 279 235
Total cost of revenues 921 810 687
Gross Profit 908 885 706
Other operating expenses 582 544 485
Litigation charge (Note 16) - - 250
Special charges (Note 5) 6 9 4
Operating Profit (Loss) 320 332 (33)
Other income (expense), net:
Interest expense (15) (19) (14)
Investment income 9 ] 9
Loss on extinguishment of debt (Note 7) (6) (16) -
Other - (26) (17)
Income (Loss) from Continuing Operations
Before Income Taxes 308 280 (55)
Income tax expense (benefit) 120 99 (38)
Income (Loss) from Continuing Operations 188 181 (17
Discontinued Operations (Note 3}:
(Loss) income from discontinued operations
(including loss on impairment of
discontinued operations of $126, $50 and $0) (90} (37) 20
income tax (benefit) expense (12) 6 13
(Loss) income from discontinued operations {78) {43) 7
Net Income (Loss) $ 110 $ 138 $ (10)
Income (loss) per common share from
continuing operations — Basic $ 3.02 $ 2.91 $ (0.28)
(Loss) income per common share from
discontinued operations — Basic (1.26) (0.68) 0.12
Net Income (Loss) per Common Share - Basic $ 1.76 $ 2.23 3 (0.16)
Income (loss) per common share from
continuing operations - Diluted $ 3.00 3 2.90 $ (0.28)
(Loss) income per common share from
discontinued operations - Diluted (1.25) (0.68) 0.12
Net Income (Loss) per Common Share - Diluted $ 1.75 $ 2.22 $ (0.16)
Dividends per Common Share $ 1.08 $ 1.00 $ 0.77
Average Common Shares Outstanding — Basic 62,237,404 62,032,768 62,653,822
Average Common Shares Outstanding - Diluted 62,725,372 62,184,537 62,653,922

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS
Hillenbrand ndustries, Inc. and Subsidiaries

(Dollars in millions)

September 30, September 30,
2004 2003

ASSETS
Current Assets
Cash and cash equivalents $ 180 $ 188
Trade accounts receivable, less allowances of

$31in 2004 and $26 in 2003 (Note 1) 417 361
Inventories (Note 1) 122 92
Deferred income taxes (Notes 1 and 12) 4 63
Other 16 17
Total current assets 739 721
Equipment Leased to Others (Note 1) 325 200

Less accumulated depreciation 174 143
Equipment leased to others, net 151 57
Property (Note 1) 679 655

Less accumulated depreciation 458 448
Property, net 221 207
Investments (Note 1) 79 68
Other Assets
Intangible assets:

Goodwill (Notes 1 and 4) 360 77

Software and other (Note 1) 190 106
Notes receivable, net of discount (Note 6) 105 -
Deferred charges and other assets 49 41
Total other assets 704 224
Assets of Discontinued Operations (Note 3) 98 49
Insurance Assets (Note 14)
Investments - 3,334
Deferred acguisition costs - 695
Deferred income taxes - 6
Other - 64
Total insurance assets - 4,099
Total Assets $ 1,992 $ 5,425
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September 30, September 30,
2004 2003

LIABILITIES
Current Liabilities
Trade accounts payable $ 93 $ 87
Short-term borrowings 11 5
Income taxes payable (Note 12} 5 14
Accrued compensation 87 104
Accrued litigation charge (Note 16) - 75
Accrued product warranties (Note 1) 19 21
Accrued customer rebates 17 17
Other 81 57
Total current liabilities 313 380
Long-Term Debt (Notes 7 and 10) 360 155
Other Long-Term Liabilities 124 116
Deferred Income Taxes (Notes 1 and 12) 7 6
Insurance Liabilities (Note 14)
Benefit reserves - 2,728
Unearned revenue - 806
General liabilities - 68
Total insurance liabilities - 3,602
Liabilities of Discontinued Operations (Note 3) 92 7
Total Liabilities 896 4,266
Commitments and Contingencies (Note 16)
SHAREHOLDERS’ EQUITY (Notes 8 and 9)
Common stock — without par value:

Authorized - 199,000,000 shares

Issued - 80,323,912 shares in 2004 and 2003 4 4
Additional paid-in capital 62 47
Retained earnings 1,575 1,532
Accumulated other comprehensive income (Note 1) 6 118
Treasury stock, at cost: 2004 - 18,370,789 shares

2003 -~ 18,508,939 shares; (551) (542)
Total Shareholders’ Equity 1,096 1,159
Total Liabilities and Shareholders’ Equity $ 1,992 $ 5,425

See Notes to Consolidated Financial Statements.
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STATEMENTS OF CONSCLIDATED CASH FLOWS

Hillenbrand Industries, inc. and Subsidiaries

{Dollars in miflions)

Fiscal Year Fiscal Year Ten Months
Ended Ended Ended
September 30, September 30, September 30,
2004 2003 2002
Operating Activities
Net income (loss) $ 110 $ 138 $ (10)
Adjustments to reconcile net income (loss) to
net cash flows from operating activities:
Depreciation, amortization and write-down of intangibles 108 75 71
Accretion and capitalized interest on financing provided on divestiture (4) - -
Net capital (gains) losses - insurance (4) 49 27
Litigation charge - - 250
Provision for deferred income taxes 37 71 (85)
Loss on divestiture of discontinued operations 105 51 -
Loss on disposal of fixed assets 11 5 4
Loss on extinguishment of debt 6 16 -
Change in working capital excluding cash, current
debt, acquisitions and dispositions:
Trade accounts receivable (14) 5) 34
Inventories (23) 5) -
Other current assets 73 118 (20)
Trade accounts payable (12) 3 3
Accrued expenses and cther liabilities (113) (187) (33)
Change in insurance deferred policy acquisition costs (1) 2 (24)
Change in insurance unearned revenue 5 11 2
Increase in benefit reserves 57 80 70
Change in other insurance items, net 31 8 9
Other, net (24) (84) 20
Net cash provided by operating activities 348 366 318
Investing Activities
Capital expenditures and purchase of intangibles (125) (115) (96)
Proceeds on disposal of property and equipment
leased to others - 1 2
Other investments - (14) -
Proceeds on sales of businesses 149 - -
Payment for acquisitions of businesses, net of cash acquired (430) - -
Investment purchases and ¢apital calls 4) - -
Proceeds on investment sales 23 - -
Insurance investments:
Purchases (616) (1,558) (1,457)
Proceeds on maturities 94 356 380
Proceeds on sales 417 996 869
Net cash used in investing activities (492) (334) (302)
Financing Activities
Proceeds from interest rate swap terminations - 27 -
Additions to short-term debt 6 5 -
Borrowings of long-term debt 541 - -
Repayments of long-term debt (346) (185) -
Debt issuance costs (3) -~ -
Payment of cash dividends (67) (62) (48)
Proceeds on exercise of options 25 3 11
Treasury stock acquired (28) - (62)
insurance deposits received 228 329 314
Insurance benefits paid (221) (272) (230)
Net cash provided by (used in) financing activities 135 (155) (15)
Effect of Exchange Rate Changes on Cash 1 2 1
Total Cash Flows (8) (121) 2
Cash and Cash Equivalents
At beginning of period 188 309 307
At end of period $ 180 $ 188 3 309

See Notes to Cansolidated Financial Statements.
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STATEMENTS OF CONSOLIDATED SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

Hillenbrand Industries, Inc. and Subsidiaries

(Doflars in millions)

Accumulated
Common Stock Other Common Stock
Shares Additional Retained Comprehensive in Treasury
QOutstanding Amount Paid-in-Capital Earnings Income (Loss} Shares Amount Total
Balance at December 1, 2001 62,466,722 $4 $ 34 31514 $ (34) 17,857,190 $ (492) $1,026
Comprehensive Income:
Net loss - - - (10) - - - (10)
Foreign currency translation adjustment - - - ~ 9 - - 9
Net change in unrealized gain (foss) on
available for sale securities - - - - 66 - - 66
Minimum pension liability - - - - 1) - - 1)
Total comprehensive income 64
Dividends - - - 48) - - - 48)
Treasury shares acquired {1,141,300) - - - - 1,141,900 (62) 62)
Stock awards and option exercises 377,588 - 10 - - (377,588) 9 19
Balance at September 30, 2002 61,702,410 4 44 1,456 40 18,621,502 (545) 999
Comprehensive Income:
Net income - - - 138 - - - 138
Foreign currency translation adjustment - - - 5 - - 5
Net change in unrealized gain (loss) on
available for sale securities - - - - 73 - - 73
Total comprehensive income 216
Dividends - - - 62) - - - (62)
Stock awards and option exercises 112,563 - 3 - - (112,563) 3 6
Balance at September 30, 2003 61,814,973 ) a7 1,632 118 18,508,939 (542) 1,159
Comprehensive Income:
Net income - - 110 - - - 110
Foreign currency translation adjustment - - - - 3 - - 3
Net change in unrealized gain {loss) on
available for sale securities - - - - {114) - - (114)
Minimum pension liability - - - - 1) - - 1)
Total comprehensive income (2)
Dividends - - - (67) - - - (67)
Treasury shares acquired (475,200) - - - - 475,200 (28) (28)
Stock awards and option exercises 613,350 - 15 - - (613,350} 19 34
Balance at September 30, 2004 61,953,123 $4 $ 62 $ 1,575 $ 6 18,370,789 $ (551) $ 1,096

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Hillenbrand Industries, Inc. and Subsidiaries

(Doflars in millions except per share data)
1. Summary of Significant Accounting Policies
Principles of Consolidation

The Consolidated Financial Statements include the accounts of the Com-
pany and its wholly owned subsidiaries. Material intercompany accounts
and transactions have been eliminated in consolidation.

Change in Fiscal Year

Effective for fiscal year 2002, we changed our fiscal year-end to Sep-
tember 30 from the Saturday nearest November 30 of each year. As a
result of this change, the Statements of Consolidated Income (Loss),
Statements of Consolidated Cash Flows and Statements of Consolidated
Shareholders’ Equity and Comprehensive Income are presented for the
fiscal years ended September 30, 2004 and 2003, and the ten-month
period ended September 30, 2002.

Nature of Operations

Hillenbrand Industries is organized into two major operating compa-
nies serving the health care and funeral services industrigs. Hill-Rom

is a manufacturer of equipment for the health care industry, a provider
of associated systems for wound, pulmonary and circulatory care and
provides biomedical equipment rentals and other services to enhance
the operational efficiency and 'asset utilization of health care facilities. lts
products and services are marketed to acute and long-term health care
facilities and home care patients primarily in North America and Europe.
Hill-Rom generated 65 percent of Hillenbrand’s revenues from continu-
ing operations for the fiscal year ended September 30, 2004. Batesville
Casket serves the funeral services industry and produces metal and
hardwood burial caskets, cremation urns and caskets and marketing
support services. Its products are marketed to licensed funeral directors
operating licensed funeral homes primarily in North America. Batesville
Casket generated 35 percent of Hillenbrand's revenues from continuing
operations for the fiscal year ended September 30, 2004. Prior to July
1, 2004, Forethought was our third operating company, and it marketed
funeral plans funded by life insurance policies and trust products.

We announced the planned divestitures of the infant care and piped-
medical gas businesses of Hill-Rom in the fourth quarter of fiscal 2003
and Forethought in the second quarter of 2004 and closed the sale of
each of those businesses in the first, third and fourth quarters, re-
spectively, of fiscal 2004, as further described in Note 3 below. These
operations are presented as discontinued operations within our State-
ments of Consolidated Income (Loss) for all periods presented. Under
this presentation, the revenues and variable costs associated with the
businesses have been removed from the individual line items compris-
ing the Statements of Consolidated Income (Loss) and presented in a
separate section entitled, “Discontinued Operations”. In addition, fixed
costs related to the businesses eliminated with the divestitures have also
been included as a component of discontinued operations. The results
of discontinued operations are not necessarily indicative of the results of
the businesses if they had been operated on a stand-alone basis. On the
Consolidated Balance Sheets, the assets and liabilities of the discontin-
ued operations are also presented separately beginning in the period in
which the businesses were discontinued. On the Statements of Consoli-
dated Cash Flows, proceeds from the sale of discontinued operations are
classified as an investing cash inflow and any losses are presented as a
reconciling item in the reconciliation of net income and net cash provided
from operations. Year-to-date operating, investing and financing activities
of the discontinued operations are reflected within the respective cap-
tions of the Statements of Consolidated Cash Flows up to the disposal
date and consistent with previous periads. The remaining assets of
Discontinued operations on the 2004 Consolidated Balance Sheets relate
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to Forethought Federal Savings Bank, for which the sale is expected to
close during the first half of our 2005 fiscal year.

Use of Estimates

The preparation of financial statements in conformity with generally ac-
cepted accounting principles requires management to make estimates
and assumptions that affect the reported amounts of certain assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and ex-
pense during the reporting period. Actual results could differ from those
estimates.

Cash and Cash Equivalents

We consider investments in marketable securities and other highly liquid
instruments with a maturity of three months or less at date of purchase
to be cash equivalents. Investments which have no stated maturity are
also considered cash equivalents. All of our marketable securities may be
freely traded.

Trade Accounts Receivable

Trade accounts receivable are recorded at the invoiced amount and do
not bear interest, unless the transaction is an instaliment sale with pay-
ment terms exceeding one year. The allowance for doubtful accounts is
our best estimate of the amount of probable credit losses in our existing
accounts receivable. We determine the allowance based on historical
write-off experience by industry and the reimbursement platform. We
review our allowance for doubtful accounts monthly. Past due balances
in our Health Care and Funeral Services sales categories are reviewed
individually for collectibility. Health Care rental receivables are reviewed
on a pooled basis based on historical collection experience for each re-
imbursement type. Account balances are charged against the allowance
when we feel it is probable the receivable will not be recovered. We do
not have any off-balance-sheet credit exposure related to our customers.

We generally hold our trade accounts receivable until they are paid.
Certain long-term receivables are occasionally sold to third parties, how-
ever, any recognized gain or loss on such sales has historically not been
material.

As of September 30, 2004 and 2003 we had $31 million and $26 million in
the allowance for doubtful accounts.

Inventories

Inventories are valued at the lower of cost or market. Inventory costs are
determined by the last-in, first-out (LIFO) method for approximately 63
percent and 54 percent of our inventories at September 30, 2004 and
2003, respectively. Costs for other inventories have been determined
principally by the first-in, first-out (FIFO) method. Inventories at the end of
each period consist of the following:

2004 2003
Finished products $ 88 $ 66
Work in process 10 12
Raw materials 24 14
Total $ 122 $ 92

If the FIFO method of inventory accounting, which approximates current
cost, had been used for all inventories, they would have been approxi-
mately $10 million and $8 million higher than reported at September 30,
2004 and 2003, respectively.




Equipment Leased to Others

Equipment leased to others represents primarily rental units, which are
recorded at cost and depreciated on a straight-line basis over their
estimated economic life, ranging from 2 to 7 years. Total depreciation ex-
pense for fiscal years 2004 and 2003 and the ten months ended Septem-
ber 30, 2002 was $42 million, $21 million and $22 miilion, respectively.
The majority of these units are leased on a day-to-day basis.

Property
Property is recorded at cost and depreciated over the estimated useful

life of the assets using principally the straight-line method. Ranges of
estimated useful lives are as follows:

Land improvements 15 - 25 years
Buildings and building equipment 20 - 40 years
Machinery and equipment 3 - 10 years

Generally, when property is retired from service or otherwise disposed of,
the cost and related amount of depreciation or amortization are eliminat-
ed from the asset and accumulated depreciation accounts, respectively.
The difference, if any, between the net asset value and the proceeds on
sale are charged or credited to income. Total depreciation expense for
fiscal years 2004 and 2003 and the ten months ended September 30,
2002 was $42 million, $39 million and $31 million, respectively. The major
components of property and the related accumulated depreciation at
September 30, were as follows:

2004 2003
Accumulated Accumulated
Cost Depreciation Cost Depreciation
Land and land
improvements $ 15 $ 6 $ 15 $ 5
Buildings and building
equipment 164 100 160 100
Machinery and equipment 500 352 480 343
Total $ 679 $ 458 $ 655 $ 448

Goodwill and Intangible Assets

Intangible assets, consisting predominantly of patents, trademarks and
software, are stated at cost and amortized on a straight-line basis over
periods generally ranging from 3 to 20 years. We review intangible assets
for impairment whenever events or changes in circumstances indicate
that the carrying value may not be recoverable or as required by profes-
sional standards. If an intangible asset is considered impaired and the
carrying value exceeds its estimated fair value, an impairment loss is
recognized in an amount equal to that excess.

As of December 2, 2001, we adopted Statement of Financial Account-
ing Standards (SFAS) No. 142, “Goaodwill and Other Intangible Assets.”
This Standard addresses financial accounting and reporting for acquired
goodwill and other intangible assets upon their acquisition and after they
have been initially recognized in the financial statements. Under this
Standard existing intangible assets were evaluated for possible impair-
ment at the date of transition, and then periodically thereafter when
conditions warrant, but at least annually. In addition, goodwill and certain
other indefinite-lived intangible assets are no longer amortized. We made
our initial transition impairment assessment in 2002 and determined that
there was no impairment with respect to recorded goodwill. The most
recent annual test completed during the third quarter of 2004 reconfirmed
the lack of any impairment.

With the exception of goodwill, all of our intangible assets are subject to
amortization. Essentially all of our goodwill resides in the Hill-Rom Ameri-
cas/Asia Pacific segment. A summary of intangible assets and the related

accumulated amortization as of September 30 was as follows:

2004 2003
Accumulated Accumulated
Cost Amortization Cost Amortization
Goodwill $ 379 $ 19 3 96 $ 19
Software 140 40 126 35
Other 168 78 85 70
Total $ 687 $ 137 $ 307 $ 124

Amortization expense for fiscal years 2004 and 2003 and the ten months
ended September 30, 2002 was $22 million, $13 million and $11 million,
respectively. Intangible asset write-offs approximated $5 million for the
ten months ended September 30, 2002. Amortization expense for all
intangibles is expected to approximate the following for each of the next
five fiscal years and thereafter: $24 million in 2005, $22 million in 2006,
$20 million in 2007, $20 million in 2008, $18 million in 2009 and $81
million thereafter.

In conjunction with the planned divestiture of the infant care and piped-
medical gas businesses of Hill-Rom, we reduced our overall reported
goodwill balance by approximately $72 million in fiscal 2003. While not
considered an impairment of goodwill within the reporting unit concept
outlined under SFAS No. 142, in evaluating the divestitures it was
determined that the benefits of the acquired goodwill associated with
these businesses had not been realized, and would not be realized in the
future, by the continuing Hill-Rom operations since these businesses had
not been fully integrated by Hill-Rom. As such, all goodwill related to the
previously acquired infant care and piped-medical gas businesses, other
than a portion related to a retained product line, was specifically assigned
to the carrying value of the respective businesses and fully considered

in recognition of the $50 million estimated loss to be incurred upon
completion of the divestitures. Recognition of the estimated loss was
recorded as a non-cash reduction of goodwill within the Consolidated
Balance Sheets, with the remaining $22 million of goodwill assigned

to the businesses included in Assets of Discontinued Operations at
September 30, 2003.

Goodwill increased $283 million during 2004, resulting from the
acquisitions of ARI, Medig and NaviCare, all within the Hill-Rom segment.
This included $73 million and $197 million from the acquisitions of ARI
and Mediq, respectively. The $13 million of goodwill resulting from the
NaviCare acquisition included approximately $2 million representing the
initial investment in NaviCare made during 2003.

Internal Use Software

Costs associated with internal use software are recorded in accordance
with American Institute of Certified Public Accountants Statement of
Position 98-1, “Accounting for Costs of Computer Software Developed or
Obtained for Internal Use.” Certain expenditures relating to the develop-
ment of software for internal use are capitalized in accordance with this
Statement, including applicable costs associated with our implementa-
tion of an Enterprise Resource Planning system. Unamortized computer
software costs included within Intangible assets, were $100 million and
$91 million at September 30, 2004 and 2003, respectively. Capitalized
software costs are amortized on a straight-line basis over periods ranging
from five to ten years once the software is ready for its intended use.
Amortization expense approximated $13 million for fiscal year 2004,

$11 million for fiscal year 2003 and $8 million for the ten months ended
September 30, 2002.

Investments
The majority of investments previously reported were held at Forethought

and are therefore no longer part of the current year Consolidated Balance
Sheet. In accordance with the provisions of SFAS No. 115, “Accounting
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for Certain Investments in Debt and Equity Securities,” we have classified
our investments in debt and equity securities as “available for sale” and
reported them at fair value on the Consclidated Balance Sheets. Unreal-
ized gains and losses are charged or credited to accumulated other com-
prehensive income (loss) in shareholders’ equity and deferred taxes are
recorded for the income tax effect of such unrealized gains and losses.
The fair value of investmentslis predominantly based on market values
provided by brokers/dealers or other external investment advisors.

Upon the sale of Forethought, certain private equity limited partnerships
previously held in the insurance investment portfolio were retained. We
continue to use the equity method of accounting for these investments,
with earnings or losses reported within Other income in the Statements
of Consolidated Income (Loss). Earnings and values for investments ac-
counted for under the equity method are determined based on audited
financial statements provided by the investment companies. Other minor-
ity investments made outside of the insurance business are accounted
for on either a cost or equity basis, dependent upon our level of influence
over the investee.

We regularly evaluate all investments for possible impairment based on
current economic conditions, credit l0ss experience and other criteria.

If there is a decline in a security’s net realizable value that is other-than-
temporary, the decline is recognized as a realized loss and the cost basis
of the security is reduced to its estimated fair value.

The evaluation of investments for impairment requires significant judg-
ments to be made including (i) the identification of potentially impaired
securities; (i) the determination of their estimated fair value; and (iii) the
assessment of whether any decline in estimated fair value is other-than-
temporary.

Guarantees

We routinely grant limited warranties on our products with respect to
defects in material and workmanship. The terms of these warranties are
generally one year, however, certain components and products have
longer warranty periods. We recognize a reserve with respect to these
abligations at the time of product sale, with subsequent warranty claims
recorded directly against the reserve. The amount of the warranty reserve
is determined based on historical trend experience for the covered prod-
ucts. For more significant warranty-related matters which might require
a broad-based correction, separate reserves are established when such
events are identified and the cost of correction can be reasonably esti-
mated. A reconciliation of changes in our warranty reserve for the fiscal
years 2004 and 2003 and the ten months ended September 30, 2002 is
as follows:

2004 2003 2002
Balance at beginning of period $ 21 $ 23 $ 22
Provision for warranties during theiperiod 14 23 20
Warranty reserves acquired 2 - -
Warranty claims during the period (18) (25) {19)
Balance at September 30 $ 19 $ 21 $ 23

In the normal course of business we enter into various other guarantees
and indemnities in our relationships with suppliers, service providers,
customers, business partners and others. Examples of these arrange-
ments would include guarantees of product performance, indemnifica-
tions to service providers and indemnifications of our actions to business
partners. These guarantees and indemnifications would not materially
impact our financial condition or results of operations, although indemni-
fications associated with our actions generally have no dollar limitations.

In conjunction with our acquisition and divestiture activities, we have

entered into select guarantees and indemnifications of performance
with respect to the fulfillment of our commitments under the respective

56  HB 2004 Annual Report

purchase and sale agreements. The arrangements generally indemnify
the buyer or seller for damages associated with breach of contract, inac-
curacies in representations and warranties surviving the closing date and
satisfaction of liabilities and commitments retained under the applicable
contract. For those representations and warranties which survive closing,
they generally survive for periods up to five years or the expiration of the
applicable statutes of limitations. Potential losses under the indemnifica-
tions are generally limited to a portion of the original transaction price,

or to other lesser specific dollar amounts for select provisions. With
respect to sale transactions, we also routinely enter into non-competition
agreements for varying periods of time. Guarantees and indemnifications
with respect to acquisition and divestiture activities would not materially
impact our financial condition or results of operations.

Environmental Liabilities

Expenditures that relate to an existing condition caused by past
operations, and which do not contribute to current or future revenue
generation, are expensed. A reserve is established when it is probable
that a liability has been incurred and the amount of the loss can

be reasonably estimated. These reserves are determined without
consideration of possible loss recoveries from third parties. More
specifically, financial management, in consultation with its environmental
engineer, estimates the range of liability based on current interpretation
of environmental laws and regulations. For each site in which a Company
unit is involved, a determination is made of the specific measures that
are believed to be required to remediate the site, the estimated total cost
to carry out the remediation plan and the periods in which we will make
payments toward the remediation plan. We do not make an estimate of
general or specific inflation for environmental matters since the number
of sites is small, the magnitude of costs to execute remediation plans is
not significant and the estimated time frames to remediate sites are not
believed to be lengthy.

Specific costs included in environmental expense include site assess-
ment, development of a remediation plan, clean-up costs, post-remedia-
tion expenditures, monitoring, fines, penalties and legal fees. The reserve
represents the expected undiscounted future cash outflows.

Expenditures that relate to current operations are charged to expense.
Self Insurance

We are self-insured up to certain limits for auto and general liability,
workers’ compensation, general product liability and certain employee
health benefits including medical, drug and dental with the related
liabilities included in the accompanying financial statements. Our policy
is to estimate reserves based upon a number of factors including known
claims, estimated incurred but not reported claims and actuarial analysis,
which are based on historical information along with certain assumptions
about future events. The estimated reserves for self insurance are
classified as Other current liabilities within the Consolidated Balance
Sheets.

We carry external medical and disability insurance coverage for the
remainder of our eligible workforce not covered by self-insured plans. We
also carry stop-loss insurance coverage to mitigate severe losses under
external and self-insured plans. Insurance benefits are not provided to
retired employees.

Revenue Recognition - Sales and Rentals

Net revenues reflect gross revenues less sales discounts and allowances
and customer returns for product sales and a provision for uncollectible
receivables for rentals. Revenue recognition for product sales and rentals
is evaluated under the following criteria:



¢ Evidence of an arrangement: Revenue is recognized when there is
evidence of an agreement with the customer reflecting the terms and
conditions to deliver products or services.

¢ Delivery: For products, delivery is considered to occur upon receipt by
the customer and the transfer of title and risk of loss. For rental services,
delivery is considered to occur when the services are rendered.

» Fixed or determinable price: The sales price is considered fixed or deter-
minable if it is not subject to refund or adjustment.

* Collection is deemed probable: At or prior to the time of a transac-
tion, credit reviews of each customer are performed to determine the
creditworthiness of the customer. Collection is deemed probable if the
customer is expected to be able to pay amounts under the arrangement
as those amounts become due. If collection is not probable, revenue
is recognized when collection becomes probable, generally upon cash
collection.

As a general interpretation of the above guidelines, revenues for health
care products in the patient care environment and for casket and crema-
tion products in the funeral services portion of our business are generally
recognized upon delivery of the products to the customer and their as-
sumption of risk of loss and other risks and rewards of ownership. Local
business customs and non-standard sales terms can sometimes result in
deviations to this normal practice in certain instances.

For non-invasive therapy products within our health care business, the
majority of product offerings are rental products for which revenues

are recognized consistent with the rendering of the service and use of
products. These revenues are recorded net of a provision for uncollectible
receivables based upon historic payment and coverage patterns for the
various products and paying entities. For The Vest™ product, which was
acquired in 2004 with the acquisition of ARI, revenue is generally recog-
nized at the time of receipt of authorization for billing from the applicable
paying entity based on the specifics of the authorization and the period of
product usage by the patient.

For health care products and services aimed at improving operational
efficiency and asset utilization, various revenue recognition techniques
are used, depending on the offering. Service contract revenue is generally
recognized ratably over the contract period, if applicable, or as services
are rendered. Product-related goods are generally recognized upon deliv-
ery to the customer, similar to products in the patient care environment.

Based on estimated product returns and price concessions, a reserve
for returns and allowances is recorded at the time of the sale, resulting in
a reduction of revenue. An allowance for doubtful accounts is recorded
based upon the estimated collectibility of receivables, and results in an
increase in operating expenses.

Cost of Revenues

Cost of goods sold for product sales consist primarily of purchased ma-
terial costs, fixed manufacturing expense, and variable direct labor and
overhead costs. Health Care rental expenses are those costs associated
directly with rental revenue, including depreciation and service of our
rental units, service center facility and personnel costs, and regional sales
expenses.

Research and Development Costs

Research and development costs are expensed as incurred and were
$56 million and $59 million for fiscal years 2004 and 2003, respectively,
and $42 million for the ten months ended September 30, 2002.

Distribution Costs

Distribution costs consist of shipping and handling costs and are includ-
ed in Other operating costs in the Statements of Consolidated Income
(Loss). Distribution costs were $110 million, $107 million and $90 million
for fiscal year 2004, fiscal year 2003 and the ten months ended Septem-
ber 30, 2002, respectively.

Advertising Costs

Advertising costs are expensed as incurred and were $7 million, $6
million and $5 million for fiscal year 2004, fiscal year 2003 and the ten
months ended September 30, 2002, respectively.

Earnings Per Common Share

Basic earnings per share is calculated based upon the weighted-average
number of outstanding common shares for the period, plus the effect of
deferred vested shares. Diluted earnings per share is calculated consis-
tent with the basic earnings per share calculation including the effect of
dilutive unissued common shares related to stock-based employee com-
pensation programs. For all years presented, anti-dilutive stock options
were excluded from the calculation of dilutive earnings per share. Exclud-
ed shares were 198,190, 734,432 and 407,887 for fiscal year 2004, fisca!
year 2003 and the ten months ended September 30, 2002, respectively.
Cumulative treasury stock acquired, less cumulative shares reissued, have
been excluded in determining the average number of shares outstanding.

Comprehensive Income

SFAS No. 130, “Reporting Comprehensive income,” requires the net-of-
tax effect of unrealized gains or losses on our available-for-sale securi-
ties, foreign currency translation adjustments and minimum pension
liability adjustments, which prior to adoption were reported separately in
the Statements of Consolidated Shareholders’ Equity, to be included in
Comprehensive income.

The composition of Accumulated other comprehensive income at
September 30, 2004 and 2003 is the net unrealized gains or losses on
available-for-sale securities, which in 2003 mainly related to the insurance
portfolio, of $10 million and $124 million, foreign currency translation ad-
justments of ($2) million and ($5) million, and a minimum pension liability
of ($2) million and ($1) million, respectively.

Stock-Based Compensation

We apply the provisions of Accounting Principles Board (APB) Opinion
No. 25, “Accounting for Stock Issued to Employees”, in accounting for
stock-based compensation. As a result, no compensation expense is
recognized for stock options granted with exercise prices equivalent to
the fair market value of stock on date of grant. Compensation expense is
recognized on other forms of stock-based compensation, including stock
and performance-based awards and units.
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The following tabile illustrates the effect on net income and earnings per
share if we had applied the fair value recognition provisions of SFAS No.
123, “Accounting for Stock-Based Compensation”, to all stock-based
employee compensation for fiscal years 2004 and 2003 and the ten
months ended September 30, 2002. The fair value of stock option grants
are estimated on the date of grant using the Black-Scholes option-pricing
model (See Note 8 for more details).

2004 2003 2002
Net income (loss), as reported $ 110 $ 138 $ (10
Add:
Total stock-based employee
compensation, net of relatedItax
effects, included in
net income (loss), as reported 3 1 1
Deduct:
Total stock-based employee
compensation, net of related tax
effects, assuming fair value based
method of accounting 8) 6) 4)
Pro forma net income (joss) $ 105 $ 133 $ (13
Earnings per share:
Basic - as reported $ 1.76 $ 223 $ (0.16)
Basic - pro forma $ 1.68 $ 215 $ (.
Diluted - as reported $ 1.75 $ 222 $ (0.16)
Diluted - pro forma $ 1.67 $ 214 $ (0.21)

Income Taxes

The Company and its eligible domestic subsidiaries file a consolidated
U.S. income tax return. Foreign operations file income tax returns in a
number of jurisdictions. Deferred income taxes are computed in accor-
dance with SFAS No. 109, “Accounting for Income Taxes” and reflect the
net tax effects of temporary differences between the financial reporting
carrying amounts of assets and liabilities and the corresponding income
tax amounts.

Derivative Instruments and Hedging Activity

Derivative financial instruments are recognized on the Consolidated
Balance Sheets as either asséts or liabilities and are measured at fair
value. Changes in the fair value of derivatives are recorded each period
in earnings or Accumulated other comprehensive income, depending

on whether a derivative is designated and effective as part of a hedge
transaction, and if it is, the type of hedge transaction. Gains and losses
on derivative instruments reported in Accumulated other comprehensive
income are subsequently included in earnings in the periods in which
earnings are affected by the hedged item. Our use of derivatives is gener-
ally limited to interest rate swaps, which did not have a material effect on
our financial position or results of operations.

Foreign Currency Translation

The functional currency of foreign operations is generally the local
currency in the country of domicile. Assets and liabilities of foreign
operations are primarily translated into U.S. dollars at year-end rates

of exchange and the income statements are translated at the average
rates of exchange prevailing during the year. Adjustments resulting from
translation of the financial statements of foreign operations into U.S.
dollars are excluded from thedetermination of net income, but included
as a component of other comprehensive income. Foreign currency gains
and losses resulting from foreign currency transactions are included in
results of operations and are not material.
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Insurance Liabilities, Recognition of Insurance Policy Income, and
Related Benefits and Expenses

Forethought’s life insurance subsidiaries sold long-duration insurance
contracts. Revenue was recognized on amounts charged to the insurance
liabilities for current benefits and expenses. Premiums received in excess
of the portion required to provide future benefits and current expenses
were deferred and also recognized as revenue over the actuarially deter-
mined life of the contract. Benefit reserves equaled the cash surrender
values provided in the contracts. Expenses were recorded for interest
credited to the benefit reserve, death benefits in excess of the benefit
reserve and amortization of deferred acquisition costs.

Deferred Acquisition Costs

Policy acquisition costs consisting of commissions, certain policy issue
expenses and premium taxes, varied with, and were primarily related to,
the production of new business. These deferred acquisition costs were be-
ing amortized consistently with unearned revenues. Amortization charged
to expense for fiscal years 2004 and 2003 and the ten months ended Sep-
tember 30, 2002 was $46 miltion, $61 miliion and $44 million, respectively.

Reclassification

Certain prior year amounts have been reclassified to conform to the cur-
rent year’s presentation.

Accounting Standards

In January 2003, the Financial Accounting Standards Board (FASB)
issued FASB Interpretation No. 46 (“FIN 48”), “Consolidation of Variable
Interest Entities”. FIN 46 addresses the requirements for business
enterprises to consolidate related entities in which they are determined to
be the primary economic beneficiary as a result of their variable economic
interests. In December 2003, the FASB released FIN 48R, that provided

a partial deferral of FIN 46 along with various other amendments. FIN
46R provides guidance related to evaluating, identifying and reporting of
variable interest entities (VIEs). We adopted the new deferral provisions
and amendments of FIN 46R as of the second quarter of fiscal 2004.

The adoption of FIN 46R required the consolidation of four real estate
partnerships that were previously not consolidated. On June 29, 2004,
we sold the four real estate partnerships (see Note 3). Therefore, the
amounts previously reported in continuing operations for these four VIEs
were reclassed to discontinued operations for the year ended September
30, 2004. As of September 30, 2004, we no longer hold any investments
that would be considered VIEs and require consolidation under FIN 46R.

In December 2003, the FASB issued SFAS No. 132R, “Employers’
Disclosures about Pensions and Other Postretirement Benefits.” This
Statement retains the disclosure requirements contained in SFAS

No. 132, which it replaces. SFAS No. 132R also requires additional
disclosures about the assets, obligations, cash flows and net periodic
benefit cost of defined benefit pension plans and other defined benefit
postretirement plans. Those disclosures include information describing
the types of plan assets, investment strategy, measurement dates, plan
obligations, cash flows, and components of net periodic benefit cost
recognized during interim periods. This Statement is effective for financial
statements with fiscal years ending after December 15, 2003. We
adopted this Statement as of the second quarter of fiscal 2004.

In March 2004, the FASB ratified the Emerging Issues Task Force (EITF)
Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment and
Its Application to Certain Investments” (EITF 03-1). EITF 03-1 provides
guidelines on the meaning of other-than-temporary impairment and its
application to investments, in addition to requiring quantitative and quali-
tative disclosures in the financial statements. The disclosure provisions of
EITF 03-1 are effective for fiscal years ending after December 15, 2003.
The implementation of the disclosure provisions of EITF 03-1 did not have
a material impact on our Consolidated Financial Statements or results of




operations. On September 30, 2004, FASB Staff Position EITF 03-1-1 was
issued, which deferred the application of the measurement provisions of
EITF 03-1. The FASB determined that a delay in the effective date of those
provisions was necessary until it can issue additional guidance on the
application of EITF 03-1.

2. Retirement Plans

Hillenbrand and its subsidiaries have several defined benefit retirement
plans covering the majority of employees, including certain employees in
foreign countries. We contribute funds to trusts as necessary to provide
for current service and for any unfunded projected future benefit obliga-
tion over a reasonable period. The benefits for these plans are based
primarily on years of service and the employee’s level of compensation
during specific periods of employment. We acquired Medig on January
30, 2004, including its retirement plans. Our plans have a December 31
measurement date, except for the Mediq pension plan which has a
September 30 measurement date.

Effect on Operations
The compoenents of net pension expense for defined benefit retirement

plans in the United States for fiscal year 2004 and 2003 and the ten
months ended September 30, 2002 were as follows:

2004 2003 2002

Service cost $ 10 $ 10 $ 9
Interest cost 16 14 11
Expected return on plan assets (16) (14) (12)
Amortization of unrecognized prior

service cost, net 1
Net periodic benefit cost 11 11 9
Curtailment (gain) loss 2} 3 -
Net pension expense $ 9 $ 14 $ 9

Obligations and Funded Status

The change in benefit obligations, plan assets and funded status, along
with amounts recognized in the Consolidated Balance Sheets for our do-
mestic defined benefit retirement plans at September 30 were as follows:

For all of our defined benefit retirement plans, the fair value of plan assets
was less than the accumulated benefit obligation as of September 30,
2004 and 2003, resulting in the recognition of minimum pension liabilities
of $2 million and $1 miltion, respectively.

Accumulated Benefit Obligation
The accumulated benefit obligation for all defined benefit pension plans
was $255 million and $195 million at September 30, 2004 and 2003,

respectively.

Selected information for our plans with accumulated benefit obligation in
excess of plan assets at September 30, 2004 and 2003, was as follows:

September 30, September 30,
2004 2003
Projected benefit obligation $ 290 $ 230
Accumulated benefit obligation 255 195
Fair value of plan assets 216 180

Actuarial Assumptions

The weighted average assumptions used in accounting for our domestic
pension plans were as follows:

2004 2003 2002
Discount rate for obligation 6.00% 6.25% 6.75%
Discount rate for expense 6.25% 6.75% 7.25%
Expected rate of return on plan assets 7.75% 7.75% 8.00%
Rate of compensation increase 4.00% 4.00% 4.00%

Plan Assets

The weighted-average asset allocations of our domestic defined benefit
plans at September 30, 2004 and 2003, by asset category are as follows:

September 30, September 30,
2004 2003
Change in benefit obligation:
Benefit obligation at beginning of year $ 230 $ 205
Acquisition 34 -
Service cost 10 10
interest cost 16 14
Amendments 1 -
Actuarial loss 9 11
Curtailment 2 5)
Benefits paid (8) (5)
Benefit obligation at end of year 290 230
Change in plan assets:
Fair value of plan assets at beginning of year 180 163
Acquisition 23 -
Actual return on plan assets 13 13
Employer contributions 8 9
Benefits paid (8) 5)
Fair value of plan assets at end of year 216 180
Funded status:
Plan assets less than benefit obligations (74) (50)
Unrecognized net actuarial loss 21 8
Unrecognized prior service cost 12 13
Net amount recognized (41) (29)
Amounts recorded in the Consolidated Batance Shests:
Accrued benefit costs (42) (30)
Accumulated other comprehensive income 1 1
Net amount recognized $ (41 $ (29

2004 2003
Target Actual Actual
Allocation Allocation Allocation

Equity securities 49-62% 57% 56%
Fixed income securities 38-48 42 43
Real estate 1-2 1 1
Other 0-1 - -
Total 100% 100%

The investment strategies and policies are set by the plans’ fiduciaries.
Long-term strategic investment objectives utilize a diversified mix of equi-
ty and fixed income securities to preserve the funded status of the trusts
and balance risk and return. The plan fiduciaries oversee the investment
allocation process, which includes selecting investment managers, set-
ting long-term strategic targets and monitoring asset allocations. Target
allocation ranges are guidelines, not limitations, and plan fiduciaries may
occasionally approve allocations above or below a target range.

Trust assets are invested subject to the following policy restrictions:
short-term securities must be rated A2/P2 or higher; all fixed-income
securities shall have a credit quality rating “BBB” or higher; investments
in equities in any one company may not exceed 10 percent of the equity
portfolio. Hillenbrand common stock represented 6 percent and 7 percent
of trust assets at year-end 2004 and 2003, respectively and is subject

to a statutory limit when it reaches 10 percent of total trust assets. The
overall expected long-term rate of return is based primarily on historical
returns, which are inflation adjusted and weighted for the expected return
for each component of the investment mix.
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Cash Flows

We expect to contribute approximately $8 million to our domestic defined
benefit plans in fiscal year 2005.

Estimated Future Benefit Payments

The benefit payments, which reflect expected future service, are
expected to be paid as follows:

Pension Benefits

2005 $ 8

2006 9

2007 10

2008 11

2009 12

2010-2014 83
Other

Subsequent to the January 30, 2004 acquisition of Medig, we amended
the Mediq pension plan to freeze all benefits effective April 30, 2004.

During fiscal year 2003, we amended the terms of one of our defined
benefit pension plans for most non-bargained employees. Under the
amended plan, employees hired after June 30, 20083 are no longer eligible
for participation in the defined benefit plan, but participate in a new 401(k)
retirement program that began January 1, 2004. Current employees and
those hired up to July 1, 2003 were given the opportunity to choose to
continue participating in the defined benefit pension plan and the existing
401(k) plan or to participate in the new 401(k) retirement program. Elec-
tions were completed as of September 30, 2003, and became effective
January 1, 2004.

For those employees that elected to continue participation in the defined
benefit pension plan, there were no changes in benefits and all service

is recognized as credited service under the plan. For those who elected
the new 401 (k) retirement program, benefits under the defined benefit
pension plan were frozen and will be paid out in accordance with the plan
provisions with future service considered only under the new 401(k) retire-
ment program. We recognized a curtaiiment loss of approximately $3.5
million during the fourth fiscal quarter of 2003 as a result of this amend-
ment and the related reduction in future service under the defined benefit
pension plan. This loss was recognized as a component of Other operat-
ing expense in the Statement of Consolidated Income (Loss).

In addition to the above plans, we have an unfunded liability for a defined
benefit pension plan in Germany. The unfunded benefit obligation of this
plan, included in Other long-term liabilities, was $12 million and $11 mil-
lion at September 30, 2004 and 2003, respectively. Pension expense was
negligible in all reporting periods.

We also sponsor several defined contribution plans covering certain of
our employees. Employer contributions are made to these plans based
on a percentage of employee compensation. The cost of these defined
contribution plans was $13 million for fiscal year 2004, $10 million for
fiscal year 2003 and $8 million for the ten months ended September 30,
2002.

3. Discontinued Operations

On July 1, 2004, we closed the sale of Forethought Financial Services,
Inc. to FFS Holdings, Inc., an acquisition vehicle formed by the Devlin
Group, LLC., which acquired &ll the common stock of Forethought and its
subsidiaries for a combination of cash, seller financing, certain retained
assets of Forethought and stock warrants. Total nominal consideration for
the transaction was approximately $295 million, including the value of the
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partnership assets transferred to us and excluding a dividend received by
us in December 2003 from Forethought in the amount of approximately
$29 million made in anticipation of the transaction. Hillenbrand received
cash proceeds in the transaction of approximately $105 million, provided
seller financing in various forms with an estimated face value of $151
million, retained specific investments in limited equity partnership assets
of Forethought with a book value of $31 million and received warrants

{o acquire up to 5 percent of the common stock of FFS Holdings, inc.

An additional cash payment of approximately $6 miilion is due upon the
regulatory approval of the sale of Forethought Federal Savings Bank,
which is expected in the first half of fiscal 2005. The final consideration
was subject to adjustment based upon results through the close of the
transaction. The seller financing is subject to a discount of approximately
$29 million to reflect a market rate of return on the financing, which is
expected to be recognized in future periods as accretion on the underly-
ing financial instruments.

The seller financing is in the form of a seller note with a face value of
approximately $107 million. This note carries an increasing rate of inter-
est over its ten-year term, with interest accruing at 6 percent for the first
five years. No payments are due under the note until year six at which
time annual payments of $10 million are required, with all remaining
amounts, including unpaid interest, due at maturity. The seller financing
also includes preferred stock in the amount of $29 million, which accrues
cumulative dividends at the rate of 5 percent per annum. The preferred
stock is redeemable at any time at the option of FFS Holdings and must
be redeemed by FFS Holdings under specified circumstances. Additional
financing was also provided in the form of a $15 million debt service
account associated with third party secured financing obtained by FFS
Holdings under the transaction. We are scheduled to receive payments
from this account beginning in year three with final repayment due in year
eight. This account is not subject to interest until year three.

The divestiture of Forethought resulted in an impairment loss. While this
foss will generate significant tax benefits, as a result of limitations on

our ability to utilize capital losses related to the transaction it is more
likely than not that we will not realize these benefits and a full valua-

tion allowance has been provided. Therefore, tax benefits recognized in
conjunction with the sale will be limited to ordinary losses. Additional tax
benefits may be recognized in the future should we generate capital gains
sufficient to utilize the resulting losses. in conjunction with this divesti-
ture, in the three months ended March 31, 2004 we realized a loss on the
impairment of the discontinued net assets of Forethought of $109 million,
net-of-tax, consisting of a $129 million pre-tax loss and a $20 million in-
come tax benefit. In the fourth quarter of 2004, this loss was adjusted to
$102 million, net-of-tax, as a result of the book value at the date of close.

On June 29, 2004, Forethought sold specific real estate partnerships that
were part of their investment portfolio and were originally expected to be
retained by Hillenbrand at closing. Forethought received $104 million in
cash proceeds on the sale and recorded a capital loss on the transaction
of approximately $7 million. The loss realized as a result of this transac-
tion is included in discontinued operations for the year ended September
30, 2004. Included in the sale were mortgage loans of $54 million related
to two of the real estate properties. Accordingly. the net impact of selling
these partnerships resulted in Hillenbrand receiving an additional $50
million in cash proceeds from Forethought's sale. Our estimated maxi-
mum exposure to loss as a result of continuing involvement with these
real estate partnerships was approximately $88 million. The maximum
exposure to loss represented the sum of the carrying value of our invest-
ment balances, the estimated amounts that we were committed to fund
in the future for each of these potential variable interest entities and the
maximum amount of debt guaranteed under which we could have been
required to perform. In addition, we had other funding commitments with
these real estate partnerships, which were dependent upon the operat-
ing performance of the respective partnerships. As a result of the sale of



these real estate partnerships, the exposure to loss and funding commit-
ments have been eliminated.

In October 2003, Hill-Rom sold its piped-medical gas business to Beacon
Medical Products LLC, for $13 million, after final purchase price adjust-
ments. The piped-medical gas business provided medical gas delivery
and management systems in acute care facilities. Hili-Rom retained
approximately $4 million of outstanding receivables and the land and
building upon close.

In August 2004, Hill-Rom completed the sale of its Air-Shields infant care
business to a subsidiary of Drager Medical AG & Co. KGaA for approxi-
mately $31 million. Air-Shields provides infant care warming therapy,
incubators and other infant care products. Hill-Rom retained approxi-
mately $9 million of outstanding receivables of the infant care business at
the date of close.

Upon approval of the Board of Directors and the signing of the definitive
sale agreements, both the infant care and piped-medical gas businesses
were treated as discontinued operations for all periods presented within
the Statements of Consolidated Income (Loss) in accordance with the
provisions of SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets”. In conjunction with the announced divestitures, in
the fourth quarter of fiscal 2003 we recognized an estimated loss on the
disposal of the businesses of $51 million, net-of-tax, consisting of a $50
million pre-tax loss and a $1 million income tax provision. The loss on
disposal was related to $72 million of goodwill specifically assigned to the
carrying value of the respective businesses. The tax provision recorded
on the loss resulted from the book and tax basis differentials associ-
ated with the businesses and our inability to readily utilize the net capital
losses expected to be generated as a result of the divestitures.

During fiscal 2004, we recorded an additional loss of approximately $3
million on these Hill-Rom divestitures. The final purchase price adjust-
ments related to the sales of the piped-medical gas and infant care
businesses resulted in an additional loss of approximatety $2 million.
The estimated loss was also increased by nearly $1 million for additional
fees associated with the close of the infant care divestiture. The loss on
the sale of the infant care business was increased by $5 million in the
third quarter pending the final transfer of an investment and collection of
related proceeds, which occurred during the fourth quarter, reversing this
additional foss.

Operating results for the discontinued operations were as follows for fis-
cal years 2004 and 2003 and the ten months ended September 30, 2002:

Fiscal Year Fiscal Year Ten Months
Ended Ended Ended
September 30, September 30, September 30,
2004 2003 2002

Investment income $ 133 $ 178 $ 138
Earned revenue 162 216 177
Net capital gains (losses) 4 32) (16}
Other revenues 47 102 75
Net revenues from

discontinued operations 346 464 374
Benefits paid 66 84 71
Credited interest 134 183 148
Other costs of revenue 77 132 103
Other operating expenses 33 52 32
Loss on impairment of

discontinued operations 126 50 -
Pre-tax (loss) income from

discontinued operations (30) 37) 20
Income tax (benefit) expense {12} [ 13
(Loss) income from

discontinued operations  $  {78) $ (43 $ 7

The assets and liabilities of Forethought Federal Savings Bank are in-
cluded in the assets and liabilities of discontinued operations, which are
presented in separate line items within the Consolidated Balance Sheet
as of September 30, 2004. The assets and the liabilities of the piped-
medical gas and infant care businesses, as applicable, are included in
the assets and liabilities of discontinued operations as of September 30,
2003. Components of assets and liabilities of discontinued operations
were as follows:

September 30, September 30,
2004 2003
Current assets $ - $ 21
Property, plant and equipment, net - [¢]
Goodwill - 22
Insurance assets 98 -
Assets of discontinued operations 98 49
Insurance liabilities 92 -
Other liabilities - 7
Liabilities of discontinued operations 92 7
Net assets of discontinued operations $ 6 $ 42

In terms of operating cash flows, because Forethought operates in a
regulated environment its cash flows are generally neutral to Hillen-
brand. Hillenbrand has also in the past made capital contributions to and
received dividends from Forethought, thereby impacting our overall cash
position. In the first quarter of fiscal 2004, we received a dividend of $29
million from Forethought. Cash flows from the piped-medical gas and
infant care businesses generally approximate net income.

4, Acquisitions

During fiscal 2004, Hill-Rom completed the acquisitions of ARI, Medig
and NaviCare. The results of these businesses have been included in the
Consolidated Financial Statements since each acquisition's date of close.

On October 17, 2003, Hiil-Rom acquired 100 percent of the outstanding
common shares of ARI, a manufacturer and distributor of non-invasive
airway clearance products and systems. The acquisition of ARI
compiements Hill-Rom’s existing pulmonary expertise, expands its
home-care product line, offers growth potential and is aimed at allowing
Hill-Rom to leverage its clinical sales force. These benefits along with
management’s belief in the growth potential for the business were key
determinants in the valuation of the business.

The purchase price for the ARI acquisition was $83 million, plus an
additionat $2 million of acquisition costs incurred in relation to the
transaction. This purchase price was subject to certain working capital
adjustments at the date of close not to exceed $12 million, pilus ad-
ditional contingent payments not to exceed $20 million based on ARI
achieving certain net revenue targets. Upon closing, $73.3 million of the
purchase price was paid to the shareholders of ARI, with an additional
$9.7 million deferred until a later date. Upon final determination of the
working capital adjustment in January 2004, an additional $11.8 million
was paid to the shareholders of ARI, along with $4 million of the originally
deferred payments. The remaining deferral of $5.7 million is outstanding
and payable no later than the end of calendar 2005 and is accrued in the
Consolidated Balance Sheets as of September 30, 2004. Based on net
revenues achieved in fiscal 2004, an additional purchase price of $9 mil-
lion was accrued in September 2004, which is expected to be paid before
the end of calendar 2004. Any additional contingent purchase price is
dependent upon ARI achieving certain net revenue targets over the next
year. All required contingency payments, including the $9 million recorded
in September 2004, will increase goodwill asscociated with the acquisition.
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On January 30, 2004, Hill-Rom acquired Medig, a company in the
medical equipment outsourcing and asset management business. This
acquisition expands Hill-Rom’s product and service offerings, strength-
ens after-sales service capabilities and allows increased leverage of Hill-
Rom’s global rental service center network.

The purchase price for Mediq was approximately $329 million, plus

an additional $6 million of acquisition costs incurred in relation to the
transaction. This purchase price was subject to certain adjustments
based upon the Medig balance sheet at the date of close. Subsequent

to year-end, we reached a final agreement with the representative of the
former Mediq shareholders as to the purchase price based upon reported
assets and liabilities of Mediqg as of the closing date, resulting in the
release of the $3 million deposited into an escrow account at the time of
purchase. In addition, there may be other potential adjustments to the
purchase price, which should be agreed upon by the end of the first quar-
ter of fiscal 2008. This adjustment relates primarily to the funded status
of Medig'’s defined benefit pension plan as of the end of the first quarter
of 2006, along with the occurrence of any issues associated with seller
representations, warranties and other matters. We deposited $20 million
into an escrow account at the time of purchase in connection with these
possible adjustments, which will be held until final resolution in fiscal
2006. The escrow amounts are included in the reported purchase price
of Medig. If any adjustment differs in amount from the current escrow
balances, the reported purchase price would be increased or decreased
by the amount of any valid claims against the escrow amounts, and the
reported amount of goodwill associated with the Medig acquisition would
be adjusted accordingly.

On January 30, 2004, we completed the acquisition of the remaining 84
percent of the equity of NaviCare that we did not already own for ap-
proximately $14 million, including deferred payments of approximately $2
million payable within one year. NaviCare provides operations manage-
ment, resource optimization and dynamic workflow solutions to health
care enterprises. NaviCare’s portfolic of communications and workflow
products will become a key component of Hill-Rom’s workflow solutions
offerings.

The following table summarizes the estimated fair values of the assets
acquired and liabilities assumed at their dates of acquisition. We are

still in the process of finalizing the valuation of certain of the assets and
liabilities acquired and the purchase prices remain subject to adjustment
for the contingency payments outlined above; thus, the allocation of the
purchase prices is subject to refinement.

ARl Mediq NaviCare

Current assets $ 25 $ 44 $ 2
Property, plant and

equipment 6 99 -
Intangible assets e] 69 4
Goodwill 73 197 11
Other long-term assets 1 1 -
Total assets acquired 114 410 17
Current liabilities (5) (36) @)
Long-term liabilities 3 (39) (1)
Total liabilities assumed (8) (75) 3)
Net assets acquired $ 108 $ 335 3 14

The $9 million of acquired intangibles at ARI were assigned to technology
assets, a five-year non-compete agreement and a trademark, all of which
will reside within the Clinical Division of Hill-Rom. The $69 million of ac-
guired intangibles at Mediq were assigned primarily to customer relation-
ship assets, which will reside predominantly within the Services Division
of Hill-Rom, with lesser amounts residing in the Clinical Division. The $4
million of acquired intangiblesiat NaviCare were assigned to non-com-
pete agreements, technology assets, customer relationship assets and a
trademark. These intangible assets, with the exception of the trademarks,
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are generally subject to amortization over varied periods of time and none
will be deductible for income tax purposes.

If these acquisitions had been completed as of the beginning of each
period presented, reported results for the fiscal years ended September
30, 2004 and 2003 would have increased as follows:

Year Ended September 30, 2004 Year Ended September 30, 2003

ARI| Mediq Total ARI Mediq Tota!
Revenues $ - $ 49 $ 49 $ 48 $157 $ 205
Net income - 3 3 3 16 19
Diluted earnings
per share $ - $005 $0.05 $0.05  $0.25 $0.30

The net income and diluted earnings per share amounts in all periods
presented above include the additional depreciation and amortization
expense resulting from the purchase of property and intangibles at fair
value, but exclude the impact of financing costs associated with the
Mediq acquisition.

Based on the acquisition date of ARl and the timing of its inclusion in

our Consolidated Financial Statements, the acquisition of ARI as of the
beginning of the 2004 fiscal year would not have materially impacted our
financial results for the year ended September 30, 2004. If the acquisition
of NaviCare had been completed as of the beginning of fiscal 2004 or
2003, the impact to our revenues or results of operations would not have
been material.

5. Special Charges
2004 Actions

During the fourth fiscal quarter of 2004, we announced a restructuring
intended to better align Hill-Rom’s financial and personnel resources to
fully support its growth initiatives, decrease overall costs, and improve
performance in Europe. The plan includes the elimination of approxi-
mately 130 salaried positions in the U.S. and approximately 100 positions
in Europe and resulted in a fourth quarter charge of approximately $7
million, associated with severance and benefit-related costs. All obliga-
tions associated with this action will be settled in cash. Upon completion,
this action is expected to reduce net-operating costs by approximately
$16 million annually. We expect the restructuring to be completed during
our 2005 fiscal year.

2003 Actions

During the third fiscal quarter of 2003, we announced a new business
structure at Hill-Rom to accelerate the execution of its strategy and
strengthen its core businesses. As a result of this action, Hill-Rom
announced it expected to eliminate approximately 300 salaried positions
globally. Hill-Rom also announced it expected to hire approximately 100
new personnel with the skills and experience necessary to execute its
business strategy. A fiscal 2003 third quarter charge of $9 million was
recognized with respect to this action, essentially all related to severance
and benefit-related costs. As of September 30, 2004 this action is
essentially complete, with less than $1 million remaining in the reserve.
During fiscal 2004 approximately $1 million of the originally recorded
reserve was also reversed. In excess of 280 salaried positions were
eliminated under the action, with over 60 of the original list of terminees
being transferred to other positions in line with Hill-Rom’s strategy. As of
this same date, approximately 90 new positions had been hired under the
new business structure. This action is expected to be fully completed in
the second quarter of fiscal 2005, in combination with the completion of
the enterprise-wide technology platform integration.




2002 Actions

During the fourth quarter of 2002, we announced realignment actions at
Batesville Casket and Hill-Rom. The actions at Batesville Casket inciuded
the closure of a wood casket plant in Canada along with other employee
reduction actions in the United States. These combined actions resulted
in the reduction of approximately 100 employees. A charge of $3 mil-

lion was recorded in relation to these actions for severance and other
facility closing costs. In addition, during the fourth quarter of fiscal 2002
Hill-Rom announced an action in Germany to downsize its field service
operations and to relocate its sales and other administrative functions.

A charge of $2 million was recorded for severance and other facility
costs associated with this action, which resulted in the termination of 25
employees. Of the total charge recorded for the above actions, $4 million
was associated with severance and other costs to be settled in cash
while $1 million related to asset impairments. All activities associated with
these charges are now complete.

Other

In addition to the reserve balances outlined above, approximately $3 mil-
lion of accrued liabilities were outstanding at September 30, 2004 related
to retirement obligations of W August Hillenbrand, a former Chief Execu-
tive Officer of the Company. Mr. Hillenbrand retired in the fourth calendar
quarter of 2000.

6. Notes Receivable

Notes receivable as of September 30, 2004 and 2003 consist of the
following:

September 30, September 30,
2004 2003
Notes receivable - gross $ 109 $ -
Discount on note {15) -
Net receivable 94 -
Debt service account 15 -
Discount on service account 4) -
Net debt service account 11 -
Total notes receivable $ 105 $ -
Maturities at September 30
2005 $ -
2006 $ -
2007 $ 7
2008 $ 2
2009 $ 2
2010 and beyond $ 94

On July 1, 2004 we closed the sale of Forethought to FFS Holdings. As
part of the consideration received in the transaction, we provided seller
financing in the form of a note receivable with a face value of approxi-
mately $107 million. This note carries an increasing rate of interest over
its ten-year term, with interest accruing at 6 percent for the first five
years. Interest compounds semi-annually, and the note receivable bal-
ance above includes $2 million of interest accrued as of September 30,
2004. No payments are due under the note until year six at which time
annual payments of $10 million are required, with all remaining amounts,
including unpaid interest, due at maturity.

Additional financing was also provided in the form of a $15 million debt
service account associated with third party secured financing obtained
by FFS Holdings under the transaction. We are scheduled to receive pay-
ments from this account beginning in year three with final repayment due
in year eight. This account is not subject to interest until year three.

7. Financing Agreements

Long-term debt consists of the following:

September 30, September 30,
2004 2003
Unsecured 8 1/2% debentures due on December 1,2011 $ 54 $ 55
Unsecured 7% debentures due on February 15, 2024 20 50
Unsecured 6 3/4% debentures due on December 15, 2027 30 50
Unsecured 4 1/2% debentures due on July 15, 2009 256 -
Total long-term debt $ 360 $ 155

On July 14, 2003, we filed a universal shelf registration statement with
the U.S. Securities and Exchange Commission on Form S-3 for the
potential future sale of up to $1 billion in debt and/or equity securities.
The registration statement was declared effective and should provide us
with significant flexibility with respect to our access to the public markets.
There can be no assurance that additional financing under the universal
shelf registration statement or elsewhere will be available at terms ac-
ceptable to us.

On June 7, 2004, we issued $250 million of 4.5 percent coupon senior
notes due 2009 from this universal shelf registration statement, leaving
$750 miliion of available capacity under the universal registration state-
ment. The net proceeds from this borrowing were utilized to permanently
finance the Mediqg acquisition.

Also in June 2004, we completed the open market repurchase of approxi-
mately $47 million principal amount of longer maturity coupon debt for
approximately $55 million.

Beginning in June 2004, $200 million of our debt securities were subject
to interest rate swap agreements. The interest rate swaps covered part of
these debt securities maturing on June 15, 2009, effectively converting
the securities from fixed to variable interest rates. For the 2004 period in
which the interest rate swap agreements were outstanding, the average
variable interest rate on debt covered by the swaps approximated 1.7
percent.

Beginning in August 2001 and continuing through essentially the third
quarter of 2003, $150 million of our debt securities were subject to inter-
est rate swap agreements. The interest rate swaps covered all or part

of the securities maturing on December 1, 2011 and February 15, 2024,
effectively converting the securities from fixed to variable interest rates.

Near the end of the third quarter of fiscal year 2003, we terminated our
then outstanding interest rate swap agreements, realizing cash proceeds
and deferred gains of approximately $27 million. The deferred gains

on the termination of the swaps will be amortized and recognized as

a reduction in interest expense over the remaining term of the related
debt. With the gains from the swap agreements, the prospective effective
interest rates will be lower than the stated interest rates, but higher than
the variable rates we had been subject to during the period the swap
agreements were in place. For the periods in which the interest rate
swap agreements were outstanding, the average variable interest rate on
debt covered by the swaps approximated 3.3 percent and 4.2 percent,
respectively, for fiscal year 2003 and the ten months ended September
30, 2002.

Upon completion of the open market debt repurchase previously dis-
cussed, approximately $2 million of the deferred gains related to the ter-
mination of the interest rate swap agreements were recognized, reducing
the iloss on repurchase of the debt to approximately $6 million, including
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the write-off of approximately $1 million of debt issuance costs associ-
ated with the original debt placement.

On July 28, 2004, we entered into a $400 million five-year senior revolving
credit facility with a syndicate of banks led by Bank of America, N.A. and
Citigroup North America, Inc. The term of the five-year facility expires on
June 1, 2009. Borrowings under the credit facility bear interest at variable
rates, as defined therein. The avaitability of borrowing under the five-year
facility is subject to our ability at the time of borrowing to meet certain
specified conditions. These conditions include a maximum debt to capital
ratio of 55 percent, absence of default under the facility and continued
accuracy of certain representations and warranties contained in the credit
facility. The proceeds of the five-year facility may be used: (i) for working
capital, capital expenditures, and other lawful corporate purposes; (i) to
finance acquisitions.

As of September 30, 2004, we: (i) had $15 million of outstanding, un-
drawn letters of credit, (i) were in compliance with all conditions set forth
under the credit facility, and (i) had complete access to the remaining
$385 million of borrowing capacity available under the credit facility.

We have additional uncommitted credit lines totaling $15 million that have
no commitment fees, compensating balance requirements or fixed expi-
ration dates. As of September 30, 2004, we had $13 million of outstand-
ing, undrawn letters of credit under these facilities.

8. Stock-Based Compensation

Over time, we have had various stock-based compensation programs,
the key components of which are further described below. Our primary
active stock-based compensation program is the Stock Incentive Plan.
All stock-based compensation programs are administered by the full
Board of Directors or its Compensation and Management Development
Committee.

The Stock Incentive Plan, which was approved at the 2002 annual
meeting of shareholders, replaced the 1996 Stock Option Plan. Com-
mon shares reserved for issuance under the Stock Incentive Plan total

5 million, plus 294,611 sharesipreviously authorized but unissued under
the 1996 Stock Opticn Plan. The Stock Incentive Plan provides for long-
term performance compensation for key employees and members of the
Board of Directors. A variety of discretionary awards for employees and
non-employee directors are authorized under the plan, including incen-
tive or non-qualified stock options, stock appreciation rights, restricted
stock, deferred stock and bonus stock. The vesting of such awards may
be conditioned upon either a specified period of time or the attainment
of specific performance goals as determined by the administrator of the
plan. The option price and term are also subject to determination by the
administrator with respect to each grant. Option prices are generally
expected to be set at the average fair market price at date of grant and
option terms are not expected to exceed ten years.
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Under the terms of the plan, each non-employee director was automati-
cally granted an option to purchase 4,000 shares of common stock each
year on the first day following our annual meeting, vesting on the first
anniversary of the date of grant and exercisable over a ten year term.
Beginning in fiscal 2004, instead of options, each non-employee member
of the Board of Directors was granted restricted stock units (or deferred
stock awards), which will vest on the later to occur of the first anniversary
of the date of grant or the six-month anniversary of the date that a direc-
tor ceases to be a member of our Board of Directors. In 2004, the annual
grant consisted of 1,400 restricted stock units, to be increased to 1,800
in 2005, for each non-employee director. The annual grant for the Chair-
man of the Board is 3,500 restricted stock units.

As of September 30, 2004, 1,461,250 option shares have been granted
and 157,030 shares have been cancelled under the Stock Incentive Plan.
In addition, a total of 241,782 restricted stock units have been granted
under the Stock Incentive Plan, all of which are contingent upon contin-
ued employment and vest over periods ranging from one to five years.
The shares had a fair value at the date of grant ranging between $47.49
and $69.25 per share. Dividends, payable in stock, accrue on the grants
and are subject to the same specified terms as the original grants. As of
September 30, 2004, a total of 186,860 restricted stock units, net of can-
cellations and dividends earned, remain outstanding. A total of 3,757,359
shares remain available for future grants under all aspects of the Stock
Incentive Plan.

The fair value of option grants under our Stock Incentive Plan and the
predecessor 1996 Stock Option Plan are estimated on the date of grant
using the Black-Scholes option-pricing model. The weighted average fair
value of options granted under each of these plans was $15.55, $12.74
and $17.65 per share for fiscal years 2004 and 2003 and the ten months
ended September 30, 2002, respectively. The following assumptions were
used in the determination of fair value in each period:

2004 2003 2002
Risk-free interest rate 3.73% 3.52% 4.70%
Dividend yield 1.76% 1.60% 1.55%
Volatility factor 2634 .2629 .2637
Weighted average expected life 6.00 years 5.97 vears 5.92 years




The following table summarizes transactions under our current and predecessor stock option plans for fiscal years 2004 and 2003 and the ten months

ended September 30, 2002:

2004

2003 2002

Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Shares Price Shares Price Shares Price
Unexercised options outstanding -
beginning of year 2,688,079 $47.77 2,247,572 $47.69 2,309,166 $45.78
Options granted 637,650 $58.18 590,100 $47.58 263,500 $60.09
Options exercised (543,219) $46.54 (62,933) $39.86 (253,019) $43.49
Options canceled (93,859) $54.86 (86,660) $50.33 (72,075) $46.95
Unexercised options outstanding -
end of year 2,688,651 $50.24 2,688,079 $47.77 2,247,572 $47.69
Exercisable options — end of year 1,655,687 $47.61 1,606,408 $46.53 1,188,640 $45.27
The following table summarizes information about stock options outstanding at September 30, 2004:
Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Prices QOutstanding Contractuat Life Exercise Price Exercisable Exercise Price
$29.97-$45.34 591,411 514 $39.81 591,411 $39.81
$46.44-848.64 594,998 7.57 $47.65 312,905 $47.78
$50.11-852.16 683,661 553 $51.06 560,360 $51.26
$52.42-857.44 69,666 6.56 $56.04 41,667 $56.56
$58.24-$69.25 748,915 8.57 $59.23 149,344 $61.93
$20.97-$69.25 2,688,651 6.77 $50.24 1,665,687 $47.61

Members of the Board of Directors may elect to defer fees earned and
invest them in common stock of the Company under the Hillenbrand In-
dustries Directors’ Deferred Compensation Plan. A total of 1,092 deferred
shares are payable as of September 30, 2004 under this program.

We have historically had various other stock-based compensation pro-
grams, including a long-term performance based plan. Shares granted
under these predecessor programs were contingent upon continued
employment over specified terms, generally not exceeding three years,
and some required the achievement of pre-established and approved
financial objectives. As of September 30, 2004, there are 249,567 shares
which are deferred, but fully vested and payable.

9. Shareholders’ Equity

One million shares of preferred stock, without par value, have been au-
thorized and none have been issued.

As of September 30, 2004, the Board of Directors had authorized the re-
purchase, from time to time, of up to 24,289,067 shares of the Com-
pany’s stock. The purchased shares will be used for general corporate
purposes. As of September 30, 2004, a total of 21,449,067 shares had
been purchased at market trading prices, of which 18,370,789 shares
remain in treasury.

10. Financial Instruments

The following methods and assumptions were used to estimate the fair
value of each class of financial instruments for which it is practicable to
estimate that value.

The carrying amounts of current assets and liabilities approximate fair
value because of the short maturity of those instruments.

The carrying amounts of the private equity limited partnerships retained in
the sale of Forsthought and the other minority investments were $79 million
and $68 million at September 30, 2004 and 2003. The fair value of equity
method investments is not readily available and disclosure is not required.

The fair value of notes receivable is estimated by using a discount rate
that approximates the current rate for comparable notes. At September
30, 2004, the aggregate fair value approximated the carrying value of the
notes.

The fair value of our debt is estimated based on the quoted market prices
for the same or similar issues or on the current rates offered to us for
debt of the same remaining maturities. The carrying value and estimated
fair values of our long-term debt instruments were $360 million and $369
million at September 30, 2004 and $155 million and $166 million at Sep-
tember 30, 2003, respectively.

We have limited involvement with derivative financial instruments and do
not use them for trading purposes. They are used to manage well-defined
interest rate and foreign currency risks. With respect to foreign currency
risks, forward contracts are sometimes utilized to hedge exposure to ad-
verse exchange risk related to specific assets and obligations denominat-
ed in foreign currencies. As of September 30, 2004 and 2003, we had no
outstanding forward contracts. During 2004, we entered into interest rate
swap agreements to effectively convert a portion of our fixed interest rate
long-term debt to variable rates. The notional amount of the interest rate
swaps was $200 million. There is no hedge ineffectiveness as each swap
meets the short-cut method requirements under SFAS No. 133, “Ac-
counting for Derivatives and Hedging Activities”. As a result, changes in
the fair value of the interest rate swap agreements during their term offset
changes in the fair value of the underlying debt, with no net gain or loss
recognized in earnings. As of September 30, 2004, the interest rate swap
agreements reflected a cumulative gain of $7 million. During 2003, we
terminated interest rate swap agreements covering a notional amount of
$150 million of long-term debt that were entered into in 2001. During the
term of these swap agreements, there was no hedge ineffectiveness as
each swap met the short-cut method requirements under SFAS No. 133.
With the termination of the swap agreements and the completion of debt
repurchases in the fourth quarter of fiscal year 2003 and the third quarter
of 2004, the remaining unrecognized deferred gains remain classified

as debt and will be amortized and recognized as a reduction of interest
expense over the remaining term of the debt securities.
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11. Segment Reporting

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related
Information” requires reporting of segment information that is consistent
with the way in which management operates and views the Company.

We are organized into two major operating companies serving the health
care and funeral services industries. Hill-Rom is a manufacturer of equip-
ment for the health care industry, a provider of associated systems for
wound, pulmonary and circulatory care and a provider of biomedical
equipment rentals and other services to enhance the operational efficiency
and asset utilization of health care facilities. Batesville Casket serves the
funeral services industry and manufactures and sells a variety of metal

and hardwood caskets and a line of urns and caskets used in cremation.
Batesville's products are sold to licensed funeral professionals operating
licensed funeral homes.

With the continued evolution of the prior year realignment of the Hill-Rom
business structure, changes were adopted in fiscal 2004 in terms of the
way in which management views the business, including reporting to our
executive management team. With these changes, the prior Hill-Rom re-
porting segment has now been split into Americas/Asia Pacific and EMEA
(Europe, Middle East and Africa) reporting segments, with performance
measured on a divisional income basis before special items. Interseg-
ment sales between the Americas/Asia Pacific and EMEA are generally
accounted for at current market value or cost plus markup. Divisional
income represents the division's gross profit less their direct operating

costs. Functional costs and eliminations include common costs, such as
administration, finance and non-divisional legal and human resource costs,
intercompany eliminations and other charges not directly attributable to the
segments. Functional costs and eliminations, while not considered a seg-
ment, will be presented separately to aid in the reconciliation of segment
information to consolidated Hill-Rom financial information. Essentially alf
our goodwill resides in the Hill-Rom Americas/Asia Pacific segment.

The reporting segment of Batesville Casket is measured on the basis of in-
come from continuing operations before income taxes. Intersegment sales
do not occur between Hill-Rom and Batesville Casket. Forethought results,
which were previously considered a reporting segment, are now being
presented in the results from discontinued operations as further discussed
in Note 3 to the Consolidated Financial Statements

Corporate manages areas that affect all segments such as taxes, interest
income and expense, debt, legal, treasury, and business development.
Nearly all interest expense amounts relate to activities undertaken at Cor-
porate to benefit the Company as a whole. Corporate, while not a segment,
is presented separately to aid in the reconciliation of segment information
to that reported in the Statements of Consolidated Income (Loss).

In analyzing segment performance, our management reviews income be-
fore income taxes and net income, both before the impact of the litigation
charge and before special charges.

Financial information regarding our reportable segments is presented below:

Functional
Americas/ Costs and Total Batesville Corporate
Asia Pacific EMEA Eliminations Hill-Rom Casket and Other Consolidated

2004
Net revenues $ 1,002 5 187 $ - $ 1,189 $ 640 $ - $ 1,829
Intersegment revenues $ 27 $ 8 $ (35) $ -
Divisional income (10ss) $ 299 $ (81} $ (119) $ 179
Income (loss) from continuing

operations before income taxes

and special charges (@) $ 179 $ 189 $ (54) $ 314
Special charges (b) $ 6
Income from continuing

cperations before income taxes $ 308
Income tax expense $ 120
Income from continuing operations $ 188
Loss from discontinued cperations (¢} $ (78)
Net income $ 110
Assets $ 1,208 $ 279 $ 510 $ 1,992
Capital expenditures and intangibles $ 98 $ 17 $ 10 $ 125
Depreciation and amortization $ 81 $ 19 $ 8 $ 108
2003
Net revenues $ 898 $ 169 $ - $ 1,067 $ 628 $ - $ 1,695
Intersegment revenues $ 49 $ $ 49 $ -
Divisional income $ 298 $ - $ (94 $ 204
Income {loss) from continuing

operations before income taxes

and special charges (d) $ 203 $ 185 $ (99 $ 289
Special charges (g} 3 9
income from continuing

cperations before income taxes $ 280
Income tax expense $ 99
Income from continuing operations $ 181
Loss from discontinued operaticns (¢} $ (43)
Net income $ 138
Assets (f) $ 701 5 281 $ 4,443 $ 5,425
Capital expenditures and intangibles $ 92 $ 186 $ 7 $ 115
Depreciation and amortization $ 49 $ 18 $ 8 $ 75

(a) Corporate and Other includes $6 million on.the extinguishment of debt (84 million after tax)
(b) Reflects a $6 million charge related to a realignment of financial and personnel resources at Hill-Rom.

(c) Reflects results of Forethaught and Hill-Rom’s piped-medical gas and infant care businesses classified as discontinued aperations. Results for 2004 include the loss on disposal of Forethought of $102 miflion and an
additional $3 million loss on the disposals df the piped-medical gas and infant care businesses, while the 2003 results included the loss on disposal of the piped-medical gas and infant care businesses of $51 miflion.

(d) Corporate and Other includes a $16 milliomioss on the extinguishment of debt (311 million after tax).
(e) Reflects a $9 million charge related to a business structure realignment at Hill-Rom.
(f Corporate and Other includes $4 billion of the assets of Forethought classified as discontinued operations.
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Prior to the fiscal 2003 realignment of the Hill-Rom business structure, Americas/Asia Pacific and EMEA were combined in the Hill-Rom reporting segment.

Batesville Corporate
Hill-Rom Casket and Other Consolidated

2002
Net revenues $ 883 $ 510 3 - $ 1,393
Income (loss) from continuing operations before

income taxes, litigation charge and special charges $ 1186 $ 143 $ (60) $ 199
Litigation charge (a) $ 250
Special charges (b) $ 4
Loss from continuing operations before income taxes $ (59
Income tax benefit 3 (38
Loss from continuing operations $ (17
Income from discontinued operations (c) $ 7
Net loss (0} $ (10
Assets (e) $ 700 $ 283 $ 4,472 $ 5,455
Capital expenditures and intangibles $ 72 3 12 $ 12 $ 96
Depreciation and amortization () 3 50 3 15 $ 6 $ 71

(a} Reflects antitrust litigation charge of $158 million (after tax) related to Hill-Rom.
(b) Reflects $3 million (after tax) charge related to realignment of certain operations.

(c) Reflects results of Forethought and the Hifl-Rom piped-medical gas and infant care businesses classified as discontinued operations.
(d) includes the reversal of $6 milfion of previously provided tax reserves for potential disallowances and vaiuation alfowances no longer considered necessary in 2002.

{e) Corporate and Other inciudes $4 billion of the assets of Forethought classified as discontinued operations.

{f) Hill-Rom reflects a $5 million operating expense charge related to the write-off of a technology asset with no continuing value.

Geographic Information

Most of our operations outside the United States are in Europe and
consist of the manufacturing, selling and renting of heaith care products.

Geographic data for net revenues from continuing operations and
long-lived assets (which consist mainly of property, equipment leased to
others and intangibles) for fiscal years 2004 and 2003 and the ten months
ended September 30, 2002 were as follows:

2004 2003 2002

Net revenues to unaffiliated customers: (a)
United States $ 1,586 $ 1,472 $ 1,208
Foreign 243 223 190

Total revenues $ 1,829 $ 1,695 $ 1,393
Long-lived assets: (b)
United States $ 848 $ 378 $ 428
Foreign 74 69 56
Total long-lived assets $ 922 $ 447 $ 484

(a) Net revenuies are attributed to geographic areas based on the location of the operation making the safe.
(b) Includes property, equipment leased to others and intangibles, including goodwill.

12. Income Taxes

Income taxes are computed in accordance with SFAS No. 109. The
significant components of income (loss) from continuing operations
before income taxes and the consolidated income tax provisicn from
continuing operations for fiscal years 2004 and 2003 and the ten months
ended September 30, 2002 were as follows:

2004 2003 2002
Income (loss) from continuing operations
before income taxes:
Domestic $ 323 $ 287 $ (53
Foreign (15) (7) 2)
Total $ 308 $ 280 $ (55
Income tax expense {benefit) from
continuing operations:
Current provision:
Federal $ 80 $ 22 $ 38
State - 5 6
Foreign 3 1 3
Total current provision 83 28 47
Deferred provision:
Federal 28 63 (76)
State 4 7 7)
Foreign 5 1 @
Total deferred provision 37 71 (85)
Income tax expense (benefit) from
continuing operations $ 120 $ 99 $ (39
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Differences between income tax expense (benefit) from continuing operations reported for financial reporting purposes and that computed based upon
the application of the statutory U.S. Federal tax rate to the reported income (loss) from continuing operations before income taxes for fiscal years 2004

and 2003 and the ten months ended September 30, 2002 were as follows:

2004 2003 2002

% of % of % of

Pretax Pretax Pretax

Amount Income Amount Income Amount Loss

Federal income tax (a) $ 108 35.0 $ 98 35.0 $ (19 35.0

State income tax (b) 3 1.0 7 25 (1) 1.2

Foreign income tax (c) - - 2 0.8 - -

Utilization of tax credits (3) (1.0) (10 (3.6) (4) 7.2

Adjustment of estimated income tax accruals 11 3.5 - - 4) 7.2
Valuation of foreign net operating llosses and

other tax attributes 17 5.6 4 14 2) 35

Impact from foreign restructuring (16) {5.2) - - - -

Cther, net - - 2) 0.7) (8) 145

Income tax expense (benefit)
from continuing operations $ 120 38.9 $ 99 35.4 $ (38 68.6

{a) At statutory rate.
(b) Net of Federal benefit,
(c) Federal tax rate differential.

The tax effects of temporary differences that gave rise to the deferred tax
balance sheet accounts were:as follows:

September 30, 2004 September 30, 2003

Non-insurance  Insurance Nor-insurance  Insurance

Deferred tax assets:

Current:
Inventories $ 5 $ - $ 3 $ -
Employee benefit accruals 6 - 4 -
Self insurance accruals 1 - 4 -
Litigation accruals 2 - 26 -
Other, net 22 - 21 1
Long-term:
Employee benefit accruals hh! - 11 -
Amortization - - - 1
Capital loss carryovers and
impairments 65 - 2 37
Loss on business divestitures - - 10 -
Deferred policy revenues - - - 282
Net operating loss carryforwards 7 - - -
Foreign restructuring 16 - - -
Foreign loss carryforwards
and other tax attributes 27 - 16 -
Other, net 10 - 14 -
Total assets 172 ~ 111 321
Deferred tax liabilities:
Long-term:
Depreciation 40 - 29 1
Amortization 23 - 8 -
Unrealized gain on investments 5 - 2 65
Benefit reserves - - - 19
Accrued market discount - - - 7
Deferred acquisition costs - - - 218
Other, net 20 - - 5
Total liabilities 88 - 39 315
Less valuation allowance for capital
losses, foreign loss and other
tax attributes (87) - (15) -
Net asset/(liability) $ (3) $ - $ 57 $ 6

At September 30, 2004, we had operating loss carryforwards and other
tax attributes in foreign jurisdictions of $27 million. These tax attributes
are subject to various carryforward periods ranging from 1 year to an
unlimited period. We also had capital loss carryforwards of $65 million,
which expire between 2006 and 2009; and state operating loss carryfor-
wards of $7 million, which expire between 2008 and 2023.
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The gross deferred tax assets as of September 30, 2004 were reduced by
valuation allowances of $87 miliion, principally relating to foreign operat-
ing loss carryforwards and capital loss carryforwards as it is more likely
than not that they will expire before being utilized. The valuation allow-
ance was increased by $72 million during fiscal 2004 principally due to
continued losses in France and capital losses realized from divestitures.

As of September 30, 2004, we have developed a strategy to restructure
our French operations. The restructuring involves the creation of a new
French entity and the conversion of the existing French entities into a new
operating structure. This resuited in the recognition of a related deferred
tax asset of $16 million.

Our income tax return filings are subject to audit by various taxing
authorities. In fiscal 2004, we recorded both benefits to income and
additional accruals related to audit activity by the Internal Revenue
Service and various states. The net effect of these adjustments was the
recording of $11 million in expense for fiscal 2004.

in evaluating whether it is more likely than not that we would recover our
deferred tax assets, future taxable income, the reversal of existing tempo-
rary differences and tax planning strategies were considered. We believe
that our estimate for the valuation allowances recorded against deferred
tax assets are appropriate based on current facts and circumstances.

13. Supplementary Information
The following amounts were (charged) or credited to income from

continuing operations for fiscal year 2004, fiscal year 2003 and the ten
months ended September 30, 2002:

2004 2003 2002
Rental expense $ (25 $  (18) $ (14
Research and
development costs $ (56) $  (59) $ (42

Investment income (a)

(a) Excludes insurance operations.




The table below indicates the minimum annual rental commitments
(excluding renewable periods) aggregating $75 million, for manufactur-
ing facilities, warehouse distribution centers, service centers and sales
offices, under noncancelable operating leases.

2005 $ 22
2006 $ 17
2007 $ 13
2008 $ 11
2009 3 9
2010 and beyond $ 3

We are in year two of a seven-year agreement with IBM to manage our
global information structure environment, which was announced near the
end of the third quarter of fiscal 2003. The original seven-year agreement
had a cumulative estimated cost of $187 million, with a remaining cumu-
lative estimated cost of $153 million, which will continue to be incurred in
nearly equal amounts over the remaining term of the agreement. During
the first year, we have on occasion, solicited IBM to perform services that
are outside the scope of the original base agreement. These services can
result in a one-time fee or can result in costs which will be incurred over
the remaining term of the agreement. Currently, fees related to out-of-
scope services have a cumulative estimated cost of $6 million and are
primarily related to new projects and acquisition activities. These fees
have been included and will be incurred in nearly equal amounts over the
remaining term of the agreement. In conjunction with the recent divesti-
ture of Forethought, the IBM agreement will be renegotiated during fiscal
2005. We believe that our contractual obligation to IBM can be reduced
based upon the elimination of specific services related to Forethought.

The table below provides supplemental information to the Statements of
Consolidated Cash Flows for fiscal year 2004, fiscal year 2003 and the
ten months ended September 30, 2002:

2004 2003 2002
Cash paid for:
Income taxes $ 84 $ 7 $ o7
Interest $ 10 $ 19 $ 20
Non-cash financing activities:
Treasury stock issued under
stock compensation plans $ 17

Gain on interest rate swaps $

14. Financial Services

Forethought and its subsidiaries served funeral and cemetery planning
professionals with life insurance policies, trust products and marketing
support for Forethought® funeral planning.

Investments were predominantly U.S. Treasuries and agencies, high-
grade corporate and foreign bonds, with smaller investments in equities,
commercial mortgage loans, high-yield corporate bonds and limited
partnerships. Investments were carried on the Consolidated Balance
Sheets at fair value. Forethought’s objective was to purchase investment
securities with maturities that matched the expected cash outflows of
policy benefit payments. The investment portfolio was constantly moni-
tored to ensure assets matched the expected payment of the liabilities.
Securities were also sold in other circumstances, including concern about
the credit quality of the issuer. Cash (unrestricted as to use) was held for
future investment.

The amortized cost and fair value of investment securities available for
sale at September 30, 2003 were as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Treasury securities and
obligations of U.S. government
corporations and agencies,

Canada and other countries $1444 $ 57 3 5 $1,496
Corporate securities and
short-term investments 1,434 133 5 1,562

Mutual funds, short-term

eqguities and cash 56 - - 56
Preferred and common stocks,

limited partnerships,

mortgage loans and other 215 5 - 220
Total $ 3,149 $ 195 $ 10 $3,334

The cost used to compute realized gains and losses is determined by
specific identification. Proceeds and realized gains and losses from the
sale of investment securities available for sale and from write-downs
associated with other-than-temporary declines in value (impairments)
were as follows for fiscal years 2004 and 2003 and the ten months ended
September 30, 2002:

2004 2003 2002
Proceeds $ 417 $ 996 $ 869
Realized gross gains $ 14 $ 68 3 34
Realized gross losses $ 10 $ 117 $ 61
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Insurance liabilities consisted of the following at September 30, 2003:

Mortality or interest

Withdrawal Morbidity Rate

Assumptions Assumptions Assumptions 2003
Life Insurance Varies by Varies by Varies by age $ 2,683
Contracts age/plan/duration age/plan/duration and issue year

SP:upto 0.2% using various

MP: up to 60%; percentages of the 3% to5.5%

avg. 5%-10% in 1979-81 US Census

duration 1 Mortality Table
Annuity Contracts Varies by Varies by Varies by age 45

age/plan/duration age/plan/duration and issue year

SP:upto 0.2% using various

MP: up to 60%; percentages of the 2% to5%

avg. 5%-10% in 1979-81 US Census

duration 1 Mortality Table
Total Benefit
Liabilities $ 2,728

Statutory data at September 30, 2003 and 2002:

2003 2002
Net income (loss) $ 22 3  (14)
Capital and surplus $ 346 $ 263

Forethought’s life insurance companies were restricted in the amount of dividends that they could distribute to their shareholders without approval
of the department of insurance in their respective states of domicile. In December 2003, Forethought Life Insurance Company paid a dividend of
$29 million to Hillenbrand Industries, Inc.

15. Unaudited Quarterly Financial information

Fiscal Year
Ended

2004 Quarter Ended (a) 12/31/03 3/31/04 6/30/04 9/30/04 9/30/04
Net revenues $422 $472 $461 $474 $1,829
Gross profit 219 239 223 227 908
income from continuing operations (b) 45 53 45 45 188
Income (toss) from discontinued operations (c) 12 (101) {6) 17 (78)
Net income (loss) 57 (48) 39 62 110
Basic net income (loss) per common share $0.91 $(0.77) $0.63 $0.99 $1.76
Diluted net income (loss) per common share $0.91 $(0.76) $0.62 $0.99 $1.75

Fiscal Year

Ended

2003 Quarter Ended (a) 12/31/02 3/31/03 6/30/03 9/30/03 9/30/03
Net revenues $ 405 $ 429 $ 426 $ 435 $1,695
Gross profit 207 222 227 229 885
Income from continuing operations (b) 36 51 52 42 181
Income (loss) from discontinued operations (d) (28) 11 10 (36) (43)
Net income 8 62 62 6 138
Basic net income per common share $0.12 $1.01 $1.00 $0.10 $2.23
Diluted net income per common share $0.12 $1.00 $1.00 $0.10 $2.22

{a) Quarter results for 2004 and 2003 have béen adjusted to reflect the piped-medical gas and infant care businesses of Hill-Rom and Forethought on a discontinued operations basis.

(b) Reflects losses on the repurchases of debt of $4 million (after tax) and $11 million (after tax) in the third quarter of 2004 and the fourth quarter of 2003, respectively. Fourth quarter 2004 includes a special charge of
$4 million (after tax) for the business realignment at Hill-Rom.

(c) Reflects a second quarter estimated loss on the divestiture of Forethought of $109 miflion (after tax), which was adjusted down to $102 million in the fourth quarter. Third quarter results included an additional $5 miflion
(after tax} loss on the sale of the infant care business. This loss was reversed in the fourth quarter upon final transfer of an investment and collection of related proceeds.

(d) Reflects a fourth quarter estimated loss on the divestiture of the piped-medical gas and infant care businesses of $51 miflion (after tax).
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16. Commitments and Contingencies

On June 30, 2003, Spartanburg Regional Healthcare System (the
“plaintiff”) filed suit against Hillenbrand and its Hill-Rom subsidiary, in
the United States District Court for the District of South Carolina. Plaintiff
alleges violations of the federal antitrust laws, including attempted
monopolization and tying claims. Discovery is underway. The trial is
anticipated to occur on or after July 1, 2005.

Plaintiff is seeking certification of a class of all purchasers of Hill-Rom®
hospital beds and other in-room products between 1999 and 2003 where
there have been contracts between Hill-Rom and such purchasers, either
on behalf of themselves or through group purchasing organizations,
where those contracts conditioned discounts on Hill-Rom® hospital

beds and other in-room products on commitments to rent or purchase
specialty beds exclusively from Hill-Rom.

The hearing on class certification is anticipated to occur by mid to late
January 2005. Plaintiff seeks actual monetary damages on behalf of the
purported class in excess of $100 million, trebling of any such damages
that may be awarded, recovery of attorney’s fees and injunctive relief.

If a class is certified and if plaintiffs prevail at trial, potential trebled
damages awarded the plaintiffs could be substantial in excess of $100
million and have a material adverse effect on our results of operations,
financial condition, and liquidity. Therefore, we are aggressively defending
against Plaintiff's allegations and will assert what we believe to be
meritorious defenses to class certification and plaintiff's allegations

and damage theories.

On August 16, 1995, Kinetic Concepts, Inc. (KCI), and one of its affiliates
(collectively, the “plaintiffs”), filed suit against Hillenbrand and its Hill-Rom
subsidiary in the United States District Court for the Western District of
Texas, San Antonio Division (the Court). The plaintiffs alleged violation

of various antitrust laws, including illegal bundling of products, preda-
tory pricing, refusal to deal and attempting to monopolize the hospital
bed industry. On December 31, 2002, we entered into a comprehensive
settiement agreement relating to the longstanding antitrust litigation with
the plaintiffs. At the request of the parties, on January 2, 2003, the Court
dismissed the lawsuit with prejudice. Upon dismissal of the lawsuit, we
took a litigation charge and established an accrual in the amount of $250
million in the fourth quarter of fiscal 2002. Hillenbrand paid KCI $175
million out of its cash on hand in January 2003 with the additional $75
million paid in December 2003. Neither party admitted any liability or fault
in connection with the settlement.

In 2000, Hill-Rom, Inc. sued Ohmeda Medical and Datex-Ohmeda, Inc.
(collectively, “Ohmeda”) in Federal Court in Indianapolis, Indiana alleg-
ing patent infringement. Hill-Rom succeeded in obtaining a preliminary
injunction prohibiting Ohmeda from continuing efforts to make, import,
sell, or offer for sale its combination incubator and infant warmer, the
Giraffe™ Omnibed, pending a jury trial on Hill-Rom'’s patent infringement
claim. A jury trial on this matter was held in May 2002 with the jury finding
on behalf of Hill-Rom. Prior to the holding of a separate trial for determi-
nation of damages, the parties reached a settlement. While specific terms
of the settlement are confidential, the settlement granted cross-licensing
of certain patents and Hill-Rom alsc received a cash payment for past
damages and a royalty on certain future product sales. The settlement
amount has been recognized as a component of Discontinued operations
within the Statements of Consolidated Income (Loss).

We are committed to operating all of our businesses in a manner that
protects the environment. In the past year, we have been issued Notices
of Violation alleging violation of certain environmental permit conditions.
The Notices of Violation involved no fines or penalties. We have,
however, successfully implemented measures to abate such conditions
in compliance with the underlying agreements and/or regulations. In

the past, we have voluntarily entered into remediation agreements

with various environmental authorities to address onsite and offsite
environmental impacts. The remaining voluntary remediation activities
are nearing completion. We have also been notified as a potentially
responsible party in investigations of certain offsite disposal facilities.
Based on the nature and volume of materials involved, the cost of such
onsite and offsite remediation activities to be incurred by us in which we
are currently involved is not expected to exceed $1 million. We believe
we have provided adequate reserves in our financial statements for all
of these matters, which have been determined without consideration

of possible loss recoveries from third parties. Future events or changes
in existing laws and regulations or their interpretation may require us to
make additional expenditures in the future. The cost or need for any such
additional expenditures is not known.

We are subject to various other claims and contingencies arising out of
the normal course of business, including those relating to commercial
transactions, patent infringement, business practices, antitrust, safety,
health, taxes, environmental and other matters. Litigation is subject to
many uncertainties, and the outcome of individual litigated matters is
not predictable with assurance. It is possible that some litigation
matters for which reserves have not been established could be decided
unfavorably to us, and that any such unfavorable decision could have a
material adverse effect on our financial condition, results of operations
and liquidity.

We are also involved in other possible claims, including product liability,
workers compensation, auto liability and employment related matters.
These have deductibles and self-insured retentions ranging from $150
thousand to $1.5 million per occurrence or per claim, depending upon
the type of coverage and policy period.

Since December 1999, we have purchased deductible reimbursement
policies from our wholly-owned insurance company, Sycamore

Insurance Company, Ltd., for the deductibles and self-insured retentions
associated with our product liability, workers compensation and auto
liability programs. Outside insurance company and third-party claims
administrators establish individual claim reserves and an independent
outside actuary provides estimates of ultimate projected losses, including
incurred but not reported claims. The actuary also provides estimates for
accruals for losses incurred prior to December 1999.

Claim reserves for employment related matters are established based
upon advice from internal and external counsel and historical settlement
information for claim and related fees

The recorded amounts represent management’s best estimate of the

costs it will incur in relation to such exposures, but it is possible that
actual costs could differ from those estimates.

HB 2004 Annual Repart 71




OFFICERS

Frederick W. Rockwood, 56
President and Chief Executive Officer”

Bruce Bonnevier, 45
Vice President, Human Resources*

Kenneth A. Camp, 59

President and Chief Executive Officer,
Batesville Casket Company, Inc. and

Vice President, Hillenbrand Industries, Inc.*

Patrick D. de Maynadier, 44
Vice President, General Counsel and Secretary*

Kimberly K. Dennis, 37
Vice President, Shared Services*

Scott K. Sorensen, 43
Vice President and Chief Financial Officer *

R. Ernest Waaser, 48

President and Chief Executive Officer,
Hill-Rom Company, Inc. and

Vice President, Hillenbrand Industries, Inc.*

Larry V. Baker, 49
Vice President, Tax

COMPANY CONTACT

Investor Relations

Requests for the Hillenbrand Industries annual report on Form 10-K

Catherine Greany, 48
Vice President, Corporate Development

Mark R. Lanning, 50
Vice President and Treasurer

Gary L. Larson, 43
Vice President, Audit

Stephen W. McMillen, 51
Vice President, Executive Leadership Development

Gregory N. Miller, 41
Vice President, Controller and Chief Accounting Officer

Wendy Wilson, 51

Vice President, Investor Relations and
Corporate Communications

* Member, Corporate Executive Management Team

or other information on the.company should be directed in writing to:

Investor Relations

Hillenbrand Industries, Inc.
700 State Route 46 East
Batesville, IN 47006-8835
(812) 934-8400
wendy.wilson@hillenbrand.com

This information will be provided to any shareholder without charge.
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SHAREHOLDER INFORMATION

Stock Exchange

Hillenbrand Industries common stock is traded HB
on the New York Stock Exchange (NYSE) under
the ticker symbol HB. The newspaper stock table NYSE.
listings are Hillenbrnd, Hillenbd or Hilenbd.

Dividends

Hillenbrand Industries has paid cash dividends on its common
stock every quarter since the first public offering in 1971,

and those dividends have increased each year since 1972.
Dividends are paid near the end of December, March, June,
and September to shareholders of record in mid-December,
mid-March, mid-June, and mid-September.

Direct Stock Service

This program sponsored by our registrar and transfer

agent, Computershare Investor Services, enables current
shareholders to transfer their Hillenbrand stock certificates
into electronic accounts in their own names (similar to mutuat
funds) on the books of the transfer agent, Computershare. In
contrast with physical certificates (which can be misplaced
or stolen), these uncertificated accounts provide a cost-free
safekeeping facility, as well as a convenient way to make gifts
or other transfers of stock — with or without the issuance of
certificates. In addition, non-shareholders may make initial
investments in Hillenbrand stock through the program. The
program also includes other options, such as reinvesting
dividends and purchasing and selling stock. For more
information about the plan and to obtain a program brochure
and enrollment form, call (800) 716-3607, and select menu
item for BYDSSM.

Transfer Agent, Registrar and

Dividend Disbursing Agent

Inquiries and transactions related to the transfer and
registration of stock certificates or cash dividends should be
directed to:

Computershare Investor Services
2 North LaSalle Street
Chicago, lllinois 60602
(312) 360-5328 or (800) 716-3607

Annual Meeting

The annual shareholders’ meeting of Hillenbrand
Industries, Inc. will be held on Thursday, February 10,
2005, at 10:00 a.m. local time, at the:

Batesville Casket Company
One Batesville Boulevard
Batesville, IN 47006-7798
(812) 934-7444

Auditors

PricewaterhouseCoopers LLP

720 East Pete Rose Way, Suite 400
Cincinnati, OH 45202

(513) 723-4700

Legal Counsel

Bracewell & Patterson, L.L.P.
711 Louisiana Street, Suite 2900
Houston, TX 77002

(713) 223-2900

Corporate Site on the World Wide Web
www.hillenbrand.com

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this annuat report contain forward-looking statements, within the meaning of the Private Securities Litigation
Reform Act of 1995, regarding the Company’s future plans, objectives, beliefs, expectations, representations and projections. The
Company has tried, wherever possible, to identify these forward-looking statements using words such as “intend,” “anticipate,”
“believe,” “plan,” “encourage,” “expect,” “may,” “goal,” “become,” “pursue,” “estimate,” “strategy,” “will,” “projection,” “forecast,”
“continue,” “accelerate,” “promise,” “increase,” or the negative of those terms or other variations of them or by comparable
terminology. The absence of such terms, however, does not mean that the statement is not forward-looking. It is important to
note that forward-looking statements are not guarantees of future performance, and the Company’s actual results could differ
materially from those set forth in any forward-looking statements. Factors that could cause actual results to differ from forward-
looking statements include but are not limited to: the Company’s dependence on its relationships with several large national
providers and group purchasing organizations, changes in death rates, whether the Company’s new products are successful

in the marketplace, changes in customers’ Medicare reimbursements, the success of the implementation of the Company’s
enterprise resource planning system, compliance with FDA regulations, tax-related matters, potential exposure to product liability
or other claims, failure of the Company to execute its acquisition strategy through the consummation and successful integration of
acquisitions and the ability to retain executive officers and other key personnel. For a more in depth discussion of these and other
factors that could cause actual results to differ from those contained in forward-looking statements, see the discussions under

the heading “Risk Factors” in this annual report. The Company assumes no obligation to update or revise any forward-looking
statements.
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